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PEEFACE 


With the maugnratioii of Provincial Autonooi}^ on 1 April 1937 , 
federal finance lias become an accomplished facfc within British 
India. This is the final stage of a det^elopmeni that has been 
going on since 1870. Before 1833, British India was divided into 
three prebidencies, each with its own revenues and jealously main- 
taining even an army of its own. After 1833, the power of the 
Government of India grew and financial control came to be con- 
centrated in the * Supreme ’ Government at Calcutta. The in- 
conveniences of centralized finance w^'ere realized in the decade 
following the transfer of the government of India to the Crown 
(185^-68), and as a result, various schemes of decentralization 
were considered. One of the schemes mooted was federal in 
character, but this was premature. In 1870 Lojd Mayo made a 
beginning in decentralized finance, and it has since developed by 
successive stages into federal finance. 

The "above subject forms the central theme of the book before 
us, but it is dealt whtli as part of the development of financial 
policj as a whole. The growth of the principal revenues as also 
the trends^ in expenditure and borrowing policy have been traced 
in some detail from period to period, and the chief influences that 
shaped the financial policy of the Government in each period have 
also been sketched. Special attention has been given to the 
financing of public works. The period betw-een 1920 and 1939 
Jits been treated more fully Lilian the rest. In tJie final chapters 
are set forth the arrangements for federal finance made in the 
Goveriinient of India Acl , J985, and the financial pi'oblems facing 
^the central Governnient and the provinces at the pj'esent time. ^ 
fnateiial for this work has been drawm mostly from Govern- 
ment papers and other contemporary writings. The annual 
financial statements, the xVdministration Reports, t]ie annual 
Statemenis of Moral and Material Progress, the Proceedings of 
Tiidian Legislatures, Parliamentary Committees and Government 
«4'ommissions have been freely used. Official correspondence 
betw^een the various governments has also been consulted, so far 
as available. Some use has been made of the biographies and 
private correspondence of the leading administrators of each 
period. In the nineteenth eetiturj% there w^as a crop of interesting 
books 911 India by men wdio spent their life-time in the service 
of tins country, and. in particular the writings of J. B. 
ISioiton, Sir George ^Cainpbell, Sir George Chesney, Sir Charles 
Trevelyan, Sir RiAard Temple, Sir Richard Straehey, Sir John 
Stracliey ind H. S. Cunningham have been of great help in 
the composition of the present treatise. In recent times, such 

B 



enuvxcii 


Vi 

writings have increased in volume it not perhaps in value, and 
several Indian w^riters have also published w^orks an financial 
subjects. To aU these, the present book is indebted. A list of 
sources utilized is given at the end. 

I may perhaps claim some personal acquaintance with the 
matters dealt with in the last few chapters of the book, having 
taken part in the discussions which paved the way for the scheme 
of federal finance contained in the Government^ of India Act of 
1935. Being a Member of one of the provincial Upper Chambers 
under the new constitution, 1 have had also opportunities for 
studying the actual working of Provincial Autonomy. 

I must here acknowledge my indehtednesii to several persons 
who have helped me in the preparation of this book. In parti- 
cular, I have benefited considerably by clisciissions with Sir Arthur 
McWatters, I.C.S. (Eetd.), Mr Iv. Anderson of the India Office, 
Mr C. E. Jones, I.C.S,, Mr K. Sanjiva Eow, Sirdar Iv. M. 
Panikkar and Prof Q. Husain. Dr D. W. Dodwell, I.C.S. fhas 
taken great trouble in correcting the proofs. While I express 
my sincere gratiMide to these gentlemen, it must be stated that 
they are not responsible for the views expressed in this book. 
The Dui*bars of several Indian States readily supplied Qie'^witli 
their financial statistics, and I am thankful to them for their 
courtesy. 1 have also to express my gratitude to Mr N. SuiigJara- 
rama Sastry and Mr N. T. Mathew for drawing up the statistical 
tables, to Mr B. Natarajan for preparing the Index, and to 
Mr V. Vasudevan and Mr A. Krislinamurthi for other assistance. 
Mr Maliimainatlian and Mr C. Eao did a great deal of typing work 
for 3ae from rather illegible MSS., and I am beholden to them 
for their labours. 


UNivniisiTr, 

Madbas, 

July 1939 


l\ J. THOMAS 
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THE FINANCIAL SYSTEM BEFORE 1858 




CHAPTBE I 


INTEODUCTOEY 

§1. The Nature of Indian Revenue 

The financial system of a country reflects its general economic 
condition. Countries like Great Britain and the United States 
which possess a highly developed economic life raise their reA'eiiue 
chiefly from the incomes accruing from industry and trade , but 
in rnore backward countries like India and China whose popula- 
tion is predominantly rural, Governments have to draw on 
the more meagre income from agriculture. India has always 
depended mainly on agricultural pursuits, and the revenue from 
land has been the mainstay of its state fisc; it ways supplemented 
by customs duties and excises, but the burden of these also has 
fallen largnly on the agricultural classes. Hence the proverbial 
dependence of the Indian Government on the monsoons. In 1909 
Sir G^y Fleetwood Wilson, Finance Member, described the 
Indian budget as ‘ largely a gamble in rain h 

The Indian financial system has since become less dependent 
on the monsoon, and Wilson’s epigram has no longer the justi- 
fication it perhaps had in his day. Firstly, agriculture has been 
made less dependent on rainfall by a systematic development of 
irrigation works. In 1860 hardly one per cent, of the cultivable 
land of India was irrigated, but today about 20 per cent, of the land 
is under irrigation, and failure of crops is much less frequent 
than formerly. Secondly, the i)roportion of revenue accruing 
fiWi*,aifrif:alture has been falling in recent times. While land' 
revenue receipts have remained more or less stationary, customs 
aj^ld income-tax have grown largely, and the former has taken 
the first place among the revenue-heads. In 1858, lalid revenue 
amounted to Es. 15 crores, and was responsible for SO per cent, 
of the total revenue of India; customs revenue contributed only 
Es. 2 crores, and income-tax was not levied. Up to 1885, the 
reveme from customs and income-tax continued to be very small, 
and it was considered improper by most persons in authority to 
raise much revenue by such tfees. We have travelled far since 
those days. In 1929-30, customs revenue amounted to Es. 51 
crores, ^nd was responsible for about *31 per cent, of the total 
revenue of India, while land revenue came to onlp Es. 33’4 crores 
and was hardly 19* per cent, of the total revenue. Income- 
tax has also beeiii growing, and contributed about Es. 17 crores 
in 1929-30, The following table, in which the different 
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reveiiue-lieads are expressed in percentages of the total, show clearly 
how” their relative importance has changed : 


Year 

Land 

Eeveniie 

Opium 

Salt 

Cn^stoms 

Excise 

Income-tax*^ 

1858 

50*0 

20-0 

10-0 

7*7 

3*0 



1880 I 

1 29-5 

C-7 

9-5 

8-8 

® 4-1 

0*6 

1900 ! 

23-2 

7-0 

7-8 

4-3 

5*1 

1-7 

1914 1 

26-0 

1-9 

4*8 

7-7 

10-8 

2-4 

1929 j 

1 18-8 

1 1*4 

1 

3-7 

1 - , 

31-2 

1 

11-2 

9*1 


The increase of }*evenue under customs and income-tax since 
L914 is very striking. No doubt, this is partly due to. the 
enliaiiceinent of rates, but an expansion of trade and industry in 
the country is the principal cause. India is no longer a merely 
agricultural country; machine industry has made rapid strides m 
recent years, aifd India ranks as one of the seven leading industrial 
countries of the world. 

Thus the Indian budget is becoming more and mor^ immune 
from the vagaries of the monsoon, and is ‘ increasingly becoming a 
game of skill and foresight’.^ This is perhaps slightly optimistic. 
If the monsoons have been rid of their worst sting, the fluctuating 
price-level still makes the Indian Finance Minister’s loir unenviable, 
and he has to walk warily, minding not only the monsoon (which 
still has its terrors), but also the swing of prices and the trend 
of trade, in this country and in the rest of the world. 

§2. The Growth of Expenditure 

Whilst the nature and composition of the revenue have changed, 
«the scope and distribution of the expenditure have also ^undergoi^iti 
a transformation during the last 100 years. The expenditifre of 
the Government may be classified broadly under ‘ security services ’ 
and ‘ sod^ ’ (or ‘ development ’) services. The former include 
defence, law and justice, police, general administration and debt 
service, while the latter comprise education, public health and 
public undertakings. 

Before 1850, nearly the whole of the revenue of British India * 
was spent on the former class of services, and the social services 
hardly came into the Government’^s purview. There was a small 
grant for the advancement of learning, but the education of the 
masses was not recognized^ as a duty of the state for a Tong time. 
The expenditure on medical aid was confined to the maintenance of 
a few hospitals ^,t Government headquarters| There were indeed 
some roads, but they were chiefly meant for military purposes; 


^ Indta in 1926-6^ p. 282. 
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certain tanks and canals were also kept up, as without them 
revenue would not be forthcoming. The economic development 
of the country w’-as not the prime concern of the “early adminis- 
trators. It is true that benevolent officers like Sir Thomas Munro 
%iid Mountstiiart Elphinstone did everything in their power to 
increase the happiness of* the people entrusted to their care, but 
the Government in those days did not make such benevolence a 
normal part of their policy. 

There w^ere various reasons for this attitude. In the first place, 
the Company had not become, till quite the middle of the nine- 
teenth century, the unquestioned suzerain of the w^hole sub- 
continent, and the geography of India is such that no power 
could feel secure until its dominion extended to the natural 
frontiers of the country. India is geogTaphically a single unit, 
and ‘so long as two rival powws remained within its boundaries, 
a sense of inseciirit}?^ was l>ound to continue, and self-preservation 
held as the first law of nature. Further, the prime need of the 
country then was peace and settled government for the people 
were tired after a century or more of internal warfare and depre- 
dations# by rival armies and organized bands of marauders. There 
were witMn the country criminal tribes that needed curbing and 
backward classes that needed civilizing. There was no homo- 
geneity of race or culture, and no national solidarity existed. 
India was welter of races and cults and loyalties, and they were 
not all pacific, nor prepared to cast in their lot wnth the British, 
as the events of 1857 demonstrated. In these circumstances, law 
and order was the prime need of India, and hence its importance 
in the Company’s administrative system. 

•Secondly, in the clays of which we speak, the prevailing con- 
ception of government in Britain was a rigid individualism w^hich 
discouraged interference with individual rights, whether in the 
* i^^alm of economics or of politics. Laissez-faire, laissez-passer was^ 
the gofipel ardently preached by the economists of the time,* 
following the lead of Adam Smith and David Eicardo. It found 
enthusiastic supporters like Jeremy Bentham (1748-183^ in the 
realms of law and philosophy, and was translated into action by 
the reform of civil law and by the drastic reduction and eventual 
abolition of tariffs and preferences. These were the influences 
that shaped the persons who administered India at the time, and 
there was nothing to weaken their prejudices. 

The Indian conception of government was radically different. 
In strict theory, a Hindu king was expected to minister to the 
well-being of his subjects, and well-being was given a most com- 
prehensive connotation m, the Dharma ^asiras , It was the king’s 
duty to provide not .only material, but spiritual^.well-being. The 
ideal of rajadharma faeant a broad paternalism /and nothing was 
outside its scope.# * The taxes collected from the subjects must 
go back to them a thousandfold, just as the vapour taken from 
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the sea comes back to the earth as fertilizing showers.’^ A similar 
ideal was marked out for the Mussulman king also. But these lofty 
ideals were seldom realized. Benevolent rulers took delight in 
carrying- out works of public utility, but the indolent ones squan- 
dered theh- revenue on luxurious living. That there had been 
several kings of the former type is evident from the wells, tanks, 
canals and roads made and maintained at great expense in the 
past, and the vestiges of such works are still to be seen in or 
around old royal seats. Under great monarchs like Asoka, Chandra- 
gupta, Harsha and Akbar, such commendable efforts w'ere made, 
but some of their unworthy successors did not maintain them. 

A period of gi’eat and benevolent kings was followed by a period 
of indolent weaklings, and this gave the opportunity for provincial 
governors to become independent and for revenue-farmers to 
plunder the jreople. It was in such a period of dissolution that 
the East India Company established its dominion in India, and 
naturally the Company had no great benevolent traditions to keep 
up. The provincial satraps from whom it obtained its territories 
were only interested in collecting revenue and keeping armies for 
their defence. The tanks and canals maintained by the, earlier 
kings had generally fallen into a state of neglect, and the old 
ideal of rajadharnia had become a mere tradition. 

Entering into such a heritage, and with no assurance of enjoying 
that heritage long, it was no wonder that the Company did not 
interest itself in much beyond keeping order and collecting taxes. 
However, keeping order was, by itself, a great boon in those 
troublous days when people lived in perpetual terror of marauders 
and plunderers. Neither its own tradition at home, nor the 
example of its pi-edecessors in In^a encouraged the Company*' to 
go beyond these essential functions of government. Nor was it 
easy to find the revenue for undertaking any benevolent ventures. 
The Company knew that to enhance its revenue demands was tp • 
court trouble. A foreign power can become popnlai* dhly by 
keeping tax-burdens light and leaving people to their own religions 
and social usages. With great courage, Lord William Bentin^?k 
suppressed 'srttf, but his successors found it risky to continue such 
a bold policy consistently. Further, the Directors of the Company 
were shrewd business men and ‘ kept a strict guard over their 
money-box ’.® They looked upon India as a commercial asset, not 
as a field for administrative experiments or for philanthropic 
activity. It was such common sense that enabled them to hold 
India for so long and to pass it oh to the rule of the Crown in 
1858. 

# 

* ® 

^ Kalidasa’s account of King Bileepa in RagJmmmsa, Can. I, v. 18. 

Prajandnt em hhooiyartham sa tdhhyo halirk agraheet, 

BakasTaguVtam ufsraiiim Matte M tasam rapik. 

® Sir Charles Tievelyan. See Report of the Select Co7§nuttec on Mast India 
Finance (abbr. Select Committee Report) (1373), pp. 22-3. 
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. §3, An Experiment in State Socialism 

After* 1860, however, this attitude gradually * changed. The 
change was due partly to the greater security of the British 
position in India and pjirtly to the influence of far-sighted ad- 
ministrators like Lord William Bentinck, Lord Dalhoiisie and 
James Thomason; humanitarian influences then operating in 
Europe had also same part in it; but the fundamental cause of the 
change was the growing recognition that the Government’s revenue 
was dependent on the state of agriculture. In other words, the 
Government found that they were in the position of a landlord; 
if the land yielded abundantly, the landlord could easily obtain 
his rent and could even enhance it; but if the crops failed, he 
would lose his rent, and in addition would have to maintain the 
tenants alive so that they might continue to live and work. 
Therefore, the Government were forced not only to secure peace 
and order but to provide the various facilities needed for agricul- 
tural prosperity. It was thus that the Government came to open 
canals and dig tanks, to maintain roads and bridges, to make 
agriciiitural experiments, to control pasts and plague, and to 
check usurious moneylending by lending money directly to the 
ryots. ^ As Sir William Hunter puts it : ‘ The Government of India 
became an improving proprietor on an enormous scale.’ This con- 
ception wa^ uppermost in the minds of those British administrators 
who were themselves landlords at home. Lord Mayo wrote : 

‘ The Government of India is not only a Government but the chief 
landlord. The duties which in England are performed by a good 
landlord fall in India in a great measure upon the Government.’ 

^It is also significant that ^shis attitude of the Government as 
landlord w^'as more pronounced in the ryotwari provinces than in 
the zamindari and permanently settled tracts. Agricultural improve- 
* ‘'*®»ents i^ the ryotwari piwinces would tend to ap increase of 
the Trover nment revenue, but such was not the case in the parts 
of the country where land revenue was permanently settled. This 
daused grumblings and heartburnings, but they had lit|il6 effect. 

Even in those parts of the country whose agxicultural condition 
directly affected the public revenues, improvements were generally 
carried out as the result of some crying evil which called for 
urgent remedy. Famine was the chief of those evils, and had* 
it not been for its frequent visitations, the Government would 
have persisted longer in their policy of laissez-faire. Between 
1860 and 1880, several devastating famines broke out in one part 
of Indi^ or another and caused great suffering and the loss of 
much revenue. This^ c<^nvinced the* Government that a more 
systematic policy of ^economic and social improvement was essential 
in their own interest .as well as in the interest of the people. 
Thus originated Iho new policy of financing public works by loans; 
agricultural experiments were undertaken and Departments of 



8 


FEDERAL FINANCE IN INDIA 


Agriculture were established by the provincial Governments; in 
order to provide the ryot with credit the old systeiti of taJekmi 
was reorganized, and the co-operative movement was started; and 
to help him against usury, laws were passed for controlling the 
alienation of land. The Government also took up further respon-*- 
sibilitics in connexion with education, medical aid and sanitation. 
State action spread apace, and the state became the organizer of 
welfare over an ever- widening field. 

The official policy of the Government still continued to be 
laissez-faire , and even those administrators who, like Sir Charles 
Trevelyan and Sir Bartle Frere, worked hard to increase public 
welfare were confirmed believers in non-interference. Frere held 
that the proper duty of the Government was ‘ to protect all men 
in the enjoyment of their rights and possessions as long as they 
do not interfere witli the rights and possessions of others, and 
to remove all obstacles, natural or artificial, to such enjoyment’. 
But when lie was face to face with the realities of famine and 
misery, Frere bi^came a great believer in improvement, and as 
Governor of Bombay, actively carried out many schemes of deve- 
lopment in that presidency. When he was engaged in such* work, 
one of his children asked him why he was perpetually taking of 
irrigation, and he replied : ‘ If you had seen men’s bones^ as I 
have, lying unbiiried by the roadside, and on entering a village had 
found it untenanted by a living person, you would know, the reason 
why.’^ Such were the grim realities tLat overcame the favourite 
doctrine of laissez-faire in the minds of Indian administrators. 

Thus, the state’s functions increased greatly in India, and the 
Government became somewhat like an experiment in state social- 
ism. The quasi-proprietary relatioif of the Government to lafid 
and the wide range of duties which it involved; the state owner- 
ship and management of forests and of large commercial under- 
takings like railways, irrigation works, salt and opium lactoriesy**" 
water supply and hydro-electric works; the paternal attitude^t&en 
in regard to debt and disease — all these perhaps justify such a view. 
On the other hand, ‘the nervous fear’ about altering social and 
religious customs and the lack of poor relief arrangements in normal 
times make the Indian Government less paternal than even the 
individualist states of the West. Notwithstanding this, it is but 
fair to admit that the Government organized themselves as -an 
agency for economic welfare long before other Governments pursued 
the same path. To-day, western Governments interfere largely in 
the economic sphere, owing chiefly to the growth of industrialism; 
and even the Government of Great Britain have established a 
system of controls which whuld not hay® l^een tolerated in that 
country before the.Great War. But India attempted this untrodden 

^ »T. Martmeau, Life and Correspondence of Sir Bartle B^ere (1895), voL II, 
p. 415. 
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path aarl deiouiisuaied to the world iliui ual) tlie Goveinmefii 
t-oiikl eifecihel}' imdertalio many impo3*t5ant fiiiic/ioiiB whose clis- 
(hai’^e h esseotial for llie welfare of iiioderii eomiriiuiitieH. 

\]l tiijN involved on increase (d expen Jit ore, and a change in 
* in distribution. The tkxpcoiijjuiic uf the Erilish rroxeiimient in 
India only Rs. 1*7 crores in 1765 Rlie vear of the Diwani 
grant), but it rose to Rb. *J8 crores b> IB56-7 (the year of the 
Sfiiiinvy In J9(t} the various (Tovei'ninents in India spent Es. lift 
c«'oie^", and in 1929-1)0 Rs. 226 tuores. Tjeavinp aside the pri*- 
Jlaiinx period for olwious reasons, we ma) sa\ I hat during a 
period of 70 years, 1 860-1 9d0, the exoenditnre ot British India 
iiiiiltiplied eiplitfold. Prom 1900 to 1930, the expenditure doubled 
itself. In addition to this, local aathorides have spent increasiiu/ 
siOii^ from revenue raised by local taxation. In 1885-6, when Lord 
Fiipon left India, the tax-ievenuc of uninicipalities and district 
(and utlicr riii’al) boards came to oni\ Rs. 3.] crores, but bv 193513 
it Ihicl increased to Rs. 57-43 crores, 

distribution of expenditure* lias also undergone great 
changes. Till 1858 nearly the whole revenue was spieni on defence, 
lav tod order and other security services, but since 1885, and 
especially rince 1900, increasing sums have been spent on ' deve- 
lo}3H.j^nt ' services. In 1857-8 hardly one per cent, of the total 
revenue was spent on education and public health; but in 1930-i 
a little ovi^r 10 pjer cent, of the revenue was spent on these items. 
In the table below, expenditure (net) on various items is given for 
certain years between 1857 and 1930 : the figures are in crores of 
rupees. (8ee also Statistical Table 6, xij)pendix P.) 


Ej priiditure (nd) on mfious items in different periods 





UMB-i 

1921-2 

1980-1 

Beicentage 

increase 

between 

# _ _ - 






1901-2 and 
1930-1 

DefeiK <r 

16 7 

21*7 

2‘)-8 

r>9’S 

U 3 

119-8 

Police 


1*4 

7*8 

u-s 

i;s-(i 

209*1 

Law aod lusiite ... 

j -n 

M 

6 1 

7*0 

9’0 

104-5 

General adniini^- 

Irafciors^ 

3*0 ^ 

2-0 

:>0 

1 10-3 

14*1 ^ 

605*0 

Ednca tiers 

0*2 i 

1*7 

US 

9-0 

ia*8 1 

711-8 

Poblic liealth (in- 
rluduig Tiled iC0l i 

aid and fans me 1 
relict) • ... i 

0 1 : 

1 2-6 


1 

1 

6-1 

6-7 

158*8 

Agriculture 

V 1 f i w o i k 8 i 

(chargeable t o 

revenue) 

~-ir 

... 

! 

’ft 

, 2-0 ! 

3*1 ! 


# *• 

* 

! 1 

j 4*2 1 

i , J 

ton 

I 1 

j ' 

1 

12-9 

207-1 


^ Does aot iaclaie the charges of lasil refeaue collectiioii. 
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It is clear that lately the social services have expanded iniich 
more than the security services; while defence char^^es increased 
fiom Es. 24-7 eWes to Es, 54-3 crores between 1900 and 1930, 
the expenditure on education increased from Es. 1*7 croros to 
Rs. J3*8 crores. The increase under social services w^as slow?* up 
to 1920, but after the Reforms of that year there has been a 
rather rapid increase in the expenditure on education, public health 
and asTiciilture. At the same time the expenc^tnre on defence 
steadily fell from Its. B74 crores in 1920-1 to Rs. 45-5 crores 
in 1936-7 (vide mfra, pp. 436-40). 

A clearer idea of the change may be obtained by showing the 
various items as percentages of total expenditure. In the follow- 
ing table both central and provincial expenditure are taken into 
account : 

The proportwn of various heads to total expenditure 


(Percentages) 


— 

1857-8 

1921-2 

19304 

« 

Defence (net) 



47-7 

;>2-00 

23-50 

Law and order 



7*5 

11*33 

12%0 

Bdacafcion 



0*6 

4*94 

6*91 

Public health 



0*4 

3-33 

, 3-56 

Agriculture 




1*08 

1*66 


The results would appear even more creditable if we included 
the expenditure of the local bodies. In 1930-1 the municipalities 
in British India spent about Rs, 112-5 crores on public heaitlp 
education and civil works; in the same year, a similar amount 
was spent by district and local boards also for the same purposes. 
In 1858 these bodies hardly existed, 

§4. Financial Authofity 

# 

Perhaps the most remarkable changes during the penod under 
survey were in the nature of the financial machinery and in the 
relationship between the different authorities engaged in financial 
adminisiration. • 

Before 1772, there were three presidency Goveniments in 
India, each administering its own tejritories and maintaining its 
own armies, and they were only subject to the control of the Home 
authorities of the East India Company. After that dat*e, two 
important developments took place; on the’oae hand, the Govern- 
ment of Great Biltain gradually asserted theij’ sovereignty over 
the Company’s territories in India; and- on the other, the 
Government of Bengal were raised to the positiofi of supremacy 
and were given an increasing authority over the other presidency 
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Governments. Till the grant of the Diwani ( 1765 ), the Company 
was chiefly concerned with its commercial activities, and its terri- 
torial possessions were comparatively small. But in 1765 a 
territory larger and more populous than Gj’eat Britain came into 
« the Company’s virtual possession, and its servants obtained un- 
exampled opportunities l‘or enriching themselves, which many of 
them fully utilised. This roused the suspicions of Parliament, and 
there arose a grawing conviction in England that such extensive 
territories should not be left to the free management of a trading 
company. Tales had reached England of embezzlement and 
corruption, both real and imaginary, and those shocked the sense 
of justice and fired the imagination of Burke, Eox and the Pitts. 
Chatham wrote in 1773 : ‘ India teems with iniquities so rank as 
to bmell to earth and heaven.’^ Horace Walpole, the historiajii, 
recorded the popular impression when he wrote : ‘ Such a scene 
of tyranny and plunder has been opened up as makes me shudder. 

. . . We are Spaniards in our lust for gold, and Dutch in our 
delicacy of obtaining it.’^ 

From 1765 India loomed large in the annals of Parliament. 
We ];ead in Cobbett’s Parliamentary History, under the year 1768 : 

* The afiEairs of the East India Company were now become as 
much an object of annual consideration as the raising of the snp- 
pliesf ® However, Parliament was for long reluctant, on various 
grounds, to bring the Company’s Indian territories under the 
Crown; it ‘only wanted to exercise some control over the Company’s 
administration, so that the worst abuses might be prevented. In 
1767 an Act of Parliament obliged the Company to pay into the 
Exchequer £400,000 annually for two years, in return for the 
^irivilege of retaining its terriorial acquisitions. But this did not 
satisfy the critics; it was thought hardly just 'to share in the 
Indian spoils Some considered it to be hush-money. The Com- 
fc^pany’s affairs had to be regulated and brought under the control 
of il9& Crown. A Select Committee of Parliament inquired iffto 
the affairs of the Company in 1772, and issued twelve reports 
©containing information unfavourable to the Company; and a secret 
Committee also sat and issued six additional reports. As a result, 
the * Begiilating * Act was passed in 1778. It modified the consti- 
tution of the Company and reorganized its administration in India. 
The Governor in Council of Bengal became * Governor-General in 
douncil ’ , with some power to superintend the work of the 
Governments of the other two presidencies. 

Thus the administration of the Company’s territorial possessions 

came twider a ' supreme ’ Government in India, But the power of 

superintendence given to that Government over the ' subordinate ’ 
• « *» 

» ^ 

^ Cofrespondence of ^Chatham (1838), vol. IV, p. 210. 

® Letters of Horace W dipole, vol. Wll, p. 149, quoted iu Oamhndge History 
of India, vol. V, 187. 

® Parliamentary History of England, cli, xvi, p. 402. 



FBDEBAL FINANCE IN INDIA 


12 

presidencies was circumscribed by various qualifying clauses, and 
was largely curtailed by the provision that they could directly 
carry on correspondence with, and take oi’ders from, the Home 
authorities. Warren Hastings, the first Governor-General, com- 
plained that the Act gave him (and his Conncil) ‘ a mere negative , 
power and no more h’ ‘It says that the* other presidencies shall 
not make war nor treaties without the sanction of this Govern- 
ment, but carefully guards against every expression which can 
imply a power to dictate what the other presidencies shall do. . . . 
Instead of uniting all the powers of India, all the use we have 
hitherto made of this Act of Parliament has been to tease and 
embarrass.’ 

Nor were the Company’s critics satisfied. Indian affairs 
continued to be in the forefront, and another elaborate inquiry 
was made in 178], resulting in the issue of 18 bulky reports. 
Burke, who was the president of the Select Committee, was 
himself the author of some of them, and he became the fiercevst 
critic of the Company from that time. A fuller control of Indian 
administration was sought by Parliament, and Pitt’s Act of 1784 
was the result. It created a Board of Control, consisting qf the 
Chancellor of the Exchequer, a Secretary of State and four Privy 
Councillors, with power to superintend the work of the Indian 
Governments in consultation with the Court of Directors ot the 
Company. Thus the ultimate direction of Indian policy passed 
to the British Cabinet, but the patronage was still vesled in the 
Company. The Act also strengthened the hands of the Governor- 
General in India by giving him fuller powers over the provincial 
Governments in questions not only of war and diplomacy but of 
revenue. However, the right to Jjransact business by direct 
eon’espondence with the Home authorities was not taken away 
from the two subordinate presidencies, and in practice their powers 
were unimpaired. Nor did the Acts of 1793 and 1813 make any^^ 
eSange in this matter. * ♦ # 

But the coup de grace came in 1833. The Charter Act of 
that year created a real * central ’ Government for India; the# 
Governor-fireheral * of Bengal ’ became the Governor-General ‘ of 
India’. A separate Government was established for Bengal, 
although for some years the Governor-General of India continued 
to have charge of Bengal also. The Act made the ‘ supreme ’ 
Government really supreme in the civil as well as the military 
administration of India. Till then, the subordinate presidencies 
imanaged their own finances and made their own regulations, and 
"the ' supreme ’ Government had only a general siipervisien over 
them. But all this was changed in 1833. . The whole administra- 
tion of India, financial as well as general,* became centralized, 
and the presidency Governments became mere administrative 

^ G. B- Gleig, Memoirs of the Life of the Bight Hon. Warfen Hastings (1841), 
vol. II, pp. 41-2. 
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autiiorities. Altlioiigli the wordfci in the original bill— that ‘ the 
whole civil i£nd military government of ail fehe said territories and 
revenues* in India shall be vested in one Goverhor-Geiierai and 
counsellors ’ — were later removed on the ground that thereby the 
^supreme Government’s work would become too heavy, the power 
of ‘ superintendence, direction and control of the whole civil and 
military government ’ vested in the Governor-General in Council 
by the Act was comprehensive enough to give him comjiete power 
over all the territories in India. 

Indeed the Court of Directors recognized that a Government 
sitting at Calcutta could not effectively rule the whole of British 
India, and therefore, in their dispatch accompanying the Charter 
Act, they laid down the main lines of a ivorking arrangement. 
They wrote : 

Invested as you are, with all the powers of government over 
ail parts of India, and responsible for good government in them all, 
you are to consider to what extent and in what particulars the powers 
of government can be best exercised by local authorities, and to 
what extent and in what particulars they are likely to be best 
exerciged when retained in your hands. With respect to that portion 
of the business of government which you fully confide to the local 
authorities, and with which a minute interference on your pari would 
not b^ beneficial, it will be your duty to have always before you 
evidence sufficient to enable you to judge if the course of things in 
general is good, and to pay such vigilant attention to that evidence 
as will ensure your prompt interposition, whenever anything occurs 
which demands it. 

They also added : 

It was impossible for th^ legislature and it is equally so for 
us in our instructions, to define the exact limits between a just 
control and a petty, vexatious, meddling interference. We rely on 
Jihe practical good sense of our Governor- General in Council, and of 
our# other* Governors, for carrying the law into effect in a maunk* 
consonant with its spirit, and we see no reason to doubt the possibility 
pi preserving to every subordinate Government its due rank and power 
without impairing or neutralizing that of the highest^ * ^ 

The same instructions were repeated in a dispatch of 1838.^ 

The law-making power of the presidency Governments was 

withdrawn in 1833. And the whole legislative authority in India 

was vested in the Governor-General in Council, and this body was 

strengthened by the addition of a Law Member. The subordinate 

Governments were authorized to submit to the Supreme Council, 

‘ drafts *or projects of any laws or regulations ’ which they might 

think expedient, and^ the Supreme Council was required to take 

them into consideration. But that Council was constituted of 
• * 

^ Dispatch Ho, f4 from the Court of Directors, 10 December 1834. 

® Dispatch Ho. 3, 28 March 1838. 
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Bengal civilians, and there was no one on it who had local know- 
ledge of the two subordinate presidencies. It wa*s originally 
proposed to appoint on the Supreme Council a representative from 
each of the presidencies, and such a provision would have greatly 
improved the relations between the supreme Government and ther 
presidencies. This proposal, however, was not accepted. The 
presidency Governors continued to have their own Executive 
Councils, but that only served to keep up the® patronage of the 
Company. In 1853, however, each of the presidencies was 
allowed io send one representative to the Supreme Council. 

Thus, ill theory, the central Government had the whole 
administration of British India in their hands, but owing to the 
imperfect state of commuDications, the persistent divergences in 
legal usage and administrative practice, and the lack of contiguity 
between the different British possessions in India, that Govern- 
ment found it difficult to keep under their immediate control the 
far-flung territories which came under British authority from 
lime to time. After 1850 these conditions largely changed. By 
successive annexations of territory from Indian rulers and by 
the liberal use of the ' doctrine of lapse ' , practically the ivliole 
of what we now call British India came under British rule? Eoads 
and canals were opened in many parts of the country, and posts 
and telegxaphs brought the distant parts of the sub-continent into 
regular communication. Thus the sub-continent became a well- 
knit economic unit, the supremacy of the Governor-General in 
Council became more and more real, and the subordinate Govern- 
ments were reduced to tlie position of mere local bureaux of a 
centralized Indian Government. 

During Dalhoiisie/s time, thesa centripetal forces gathered 
great iiiomentum. He reorganized the whole administrative 
system and insisted that periodical reports about the activities of 
every department in the provincial Governments should be siib-^^ 
initted in detail. These reports became an effective rneafist of 
controlling provincial activities. 

Alter the assumption of authority by the Crown, the power of* 
the central Governmeut grew even stronger. The creation of a new 
financial system and a unified department of accounts and audit 
gave that Government a powerful agency for the control of sub- 
ordinate Goveniments, The promulgation of the civil and criminal 
procedure codes in the ' non-Beg ulation ’ as well as the * Eegiilation ’ 
provinces brought India under a uniform system of law and 
strengthened the bonds between tlie different parts of the country. 
Moreover, the improved system of communications eiiabied the 
Home Government to interfere more effectively in the details of 
Indian administratjon. * * 

All this led to* the culmination of centraHzation after 1860. 
mid made the position of the provincial GoYernmeii^;S in some ways 
infcolei'able; and, as we shall see, there soon arose a body of opinion 
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both in India and in England that a devolution of authority to 
the provincial Governments was necessary. 

§5. The Provincial System 

Before L83Q, there were only three Governments in India^ 
namely those of the three presidencies; but between then and 1900, 
four other provincial Governments came into being, namely the 
North-Western Provinces, the Punjab, the Central Provinces and 
Burma. 

Already in 1833, the Bengal Presidency had become too 
extensive to be administered by one Government. The Act of 
1833 authorized the c3*eation of a new presidency with Agra as 
capital, but this w^as not given effect to on the ground of expense, 
and in 1836 a new province called the North-Western Provinces 
was created, under a Lieutenant-Governor. In the same year, a 
Lieutenant-Governor was appointed for Bengal also. When Oudh 
was annexed in 1856, it was first placed under a .Chief Commis- 
sioner, but from 1877 the Lieutenant-Governor of the North- 
Westena Provinces became also the Chief Commissioner of Oudh. 
In 1902, l^hey were combined into a single province under the 
title of^the United Provinces of Agra and Oudh (often referred to 
as the U.P.). The province of the Punjab was next formed as a 
result of tl^e Sikh Wars, and was placed under a Chief Com- 
missioner. After the Mutiny, Delhi was added to it, and a 
Lieutenant-Governor was appointed. The Central Provinces (C.P.) 
was formed in 1861, by combining the Nagpur Territories, hitherto 
ruled by a Chief (Commissioner, with the Saugor and Nerbudda 
Territories, till then included in* the North-Western Provinces. In 
1903 Berar also came under the Chief Commissioner of the Central 
Provinces. Lower Burma was constituted a province in 1862; 
*^^per Bi^rma was added to it in 1885, and thus the province of^ 
Bumta^was formed, first under a Chief Commissioner, and after 
1897 under a Lieutenant-Governor. Of the new provinces, all 
efcept the North-Western Provinces were placed in the pategory 
of ' non-Eegulation ’ provinces. 

None of these new provinces had the status of the presidency 
Governments. They were placed in charge of senior civilians, and 
had.no Executive Councils till long afterwards. They maintained 
no separate armies nor had they separate civil services. They 
could not correspond directly with the Home authorities, and were 
more directly under the supervision of the Governor-General in 
Council than the two presidency Governments. 

Bengal, with a popylation of over TO millions, was still found 
too large and populous to be managed by one Government, and 
therefore Lord Curzbn .in 1904 separated Eastern Bengal and 
Assam, and placedp^the new province under a Lieutenant-Governor. 
This arrangement created considerable discontent, and was 
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modified in 1911. Assam again came under a Chief Commissioner. 
Bihar and Orissa were separated from Bengal and formed into a 
separate province under a Lieutenant-Governor, and Bengal- once 
more became a presidency with a Governor at its head. 

Thus in 1919 there were nine provincial Governments iii 
India, three under Governors (Madras, Bombay and Bengal), four 
under Lieutenant-Governors (the United Provinces, the Punjab, 
Burma, and Bihar and Orissa), and two under Chief Commissioners 
(the Central Provinces and Assam). There were besides minor 
administrations like British Baluchistan, the North-West Frontier 
Province, Ajmer-Merwara and Coorg, which were governed under 
the immediate superasion of the (Governor-General. The differ- 
ences between the three classes of provinces still continued, and 
except that the three presidency armies were combined, the 
presidency Governments maintained their precedence in rank, held 
firmly to their right to correspond directly with the Secretary 
of State on matters unconnected with finance, and retained their 
full discretion to select persons for important posts under them. 
The Lieutenant-Governors had also a fairly large authority over 
their provinces; but the Chief Commissioners w'ere in theory^ rather 
like delegates of the Governor-General although, in practice, they 
had as large powers as Lieutenant-Governors and, like them, were 
later given legislative councils. ^ 

Under the Eeforms Act of 1919, the six major Provinces 
hitherto under Lieutenant-Governors or Chief Commissioners 
became ‘ Governors’ Provinces ’ , each with a Cabinet consisting 
of councillors and Ministers. Since then, the North-West Frontier 
Province (N.-W.F.P.) has been raised to the status of a Governor’s 
province, and two new provinces Injve been formed, namely 
and Sind. Burma has been separated from India. Thus the 
number of provinces has become eleven. 

The provinces of India were not formed on cultural or linguistic^ 
considerations; they were generally the results of mfilitei^ or 
political exigencies. Most of the provinces include several lin- 
guistic areas, and only Bengal can claim a high degree of cultural 
bomogerfeiiy. Many of them are too unwieldy to be properly 
administered by a single Government and still remain so, in spite 
of recent improvements in transport and communications. From 
• this point of view, the formation of the two new provinces of 
Orissa and Sind is to be welcomed, although financially it iiiay 
create new difficulties. 
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LAND EEVENUE UNDEE THE COMPANY 
§1. Preliminary 

m 

It is now generally recognized that pre-British administrative 
practices greatly influenced the system of government established 
by the East India Company in India. In no field is this debt 
heavier than in public finance. A revenue system suited to the 
conditions and requirements of the country had been evolved in 
India^ long before the establishment of British rule. Akbar 
placed the coping stone on that structure with the help of Todar 
MaL Most of the elaborate methods of land survey, revenue 
assessment and collection practised in India to-day may be traced 
to Akbar ’s days. But the commendable methods introduced by 
that great king had largely fallen into disuse by the time Britain 
came #n the scene. After 1707 provincial governors became more 
or less independent, and some of the middlemen who were formerly 
employed as revenue-farmers gradually established stronger rights 
over the land, and collected as much revenue as they could extract 
from the helpless peasantry. The early British administrators had 
therefore a very difficult task before them. They had to recondition 
considerably the heritage which they received from their Indian 
predecessors, and this greatly taxed their powers. 

When the British first occupied the country the revenue came 
two main sources — ^namSly, mal (mahl) or land revenue,^ 
and saif, which consisted of a variety of imposts chiefly on personal 
property.^ Eoughly nml was agricultural revenue, and sair non- 
agricultuiai; but it must be remembered that the latter was alsp 
paid* % agriculturists although its burden fell chiefly on traders 
and artisans. The British adopted this system, and gradually 
modified it to suit the changing conditions of the country. Mal 
became land revenue and sair came to be called by the all-inclusive 
name of inland duties. These duties soon became a great abomi- 
nation, and most of them were abolished soon after 1833; but some, 
continued to be levied under respectable names like customs duties, 
income-tax, excise, salt revenue and opium duty; and these have 
since become important heads^ of revenue. 

^ Tlie ^erm mahl had a variety of meanings and generally meant property or 
possessions; but in the revenue officer’s jargoni it meant land revenue, and this 
use of tie term was gradually •established. 

* See The Fifth Repart from the Select Committee of tlfe House of Commons 
on the Affairs of the Efhst India Company^ (abbr. Fifth Report) (181§), vol. II, 
app. xiii. According to Jam*es Grant sair inelnded * almost the whole system of 
taxation in Burope ’f A variant of the term is sayer. 

2 
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In this chapter we shall trace the development of the land 
revenue system. 

«• tft , 

§2. Bengal and the Zamindari Settlement 

We may dismiss at the outset the heu^kneyed question whether 
land revenue in India is a tax or rent. The whole controversy 
arose out of a misunderstanding about the ownership of land in 
India. It is often said that in Hindu and Mohammedan times 
all land belonged to the king, but this view is supported neither 
by Hindu nor by Mohammedan law. Private property in land 
was recognized in ancient India; perhaps it was not recognized 
will all its modern legal implications, but the point is that it was 
recognized in its essence. The eminent lawgiver Manu clearly 
says that land belonged to him that cleared it, even as the 
deer belonged to him that killed it/ What the king claimed ’was 
a tax on cultivated land, and it was expressed as a share of the 
produce. He also claimed the right to minerals and perhaps to 
waste lands. The king’s sliare was generally collected by the 
village headman; but subsequently when kingdoms expanded into 
empires the direct contact with the village community was" weak- 
ened and intermediaries of all kinds came into power. '’Thus the 
elaborate revenue system of Akbar and Todar Mai was rqanaged 
with the help of a number of middlemen of whom the zamindar 
was one. According to the Taxation Inquiry Committee, ‘ origi- 
nally, he (the zamindar) was merely a tax-collector or farmer of 
revenue., who agTeed to contribute a lump sum from the portion 
of the country allotted to him In the days of the powerful 
Moguls these intermediaries w^ere kept under check, but when the 
central power weakened they gained the upper hand. Their tenilfb 
tended to become hereditary, and they began to levy various 
imposts on the ryots/ 

* When tbe British began to administer Bengal they did net 
regard the zamindars as proprietors, but employed them iif the 
collection of revenue, first on annual contracts and later on 
contracts^ lasting for five years. The zamindars were also requires 
to grant pattas (leases) to the cidtivators specifying the amount 
to be paid by them. Generally the hereditary zamindars were 
preferred, but all of them did not accept the terms of the contract. 
The Company’s officers (first called ‘supravisers’ and later ‘col- 
lectors’) determined the limits of estates and supervised the 
collection of revenue. At first Hastings was puzzled by the com- 
plexities of the Indian land system, and when the five-year period 
was completed a committee was appointed to inquire into the whole 
matter. In the meantime ^eat fears were, aroused in the minds 

r 

^ Bthamcchedasya heddram ahuh ialyamio m/ganh ICano, IX, 44. 

^ Report (1996), p. 40. 

« mfih Report, voi. 11, p. 11. 
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of the hereditary zamindars, and to allay such fears the India 
Act of 1784* required the Government to make permanent rules 
ill regaml to ‘ the tenure of rajas, zamindars afid other native 
landholders 

, Lord Cornwallis made it his aim to develop a system of landlord 
estates on the British model, and in spite of contrary advice from 
more experienced persons like Sir John Shore and James Grant, 
he decided to confer proprietai^ rights on the zamindars and to fix 
the Government demand for all time. It was his conviction that, 
even if the zamindars were not proprietors in the English sense, 
it would be to the interest of the state and of the community to 
make them proprietors; for like his contemporary, ilrthur Young, 
he believed that the magic of private property would turn sand 
into gold. 

Tn the settlement regulations of 1793, the zamindars were 
declared to be proprietors of the areas over which they collected 
the revenue, subject only to the payment of the annual land 
revenue. The Government also reserved the^ right to take 
measures for the protection of the cultivating classes. The assess- 
ment yvas fixed for all time, and the Government undertook not 
to tax future improvements, but reserved the right to levy sair or 
any other inland duty on the zamindars. The actual rents paid 
by tli5 tenants at the time were made the basis of assessment, 
and the Government demanded ten-elevenths, leaving to the 
zamindar the remaining one-eleventh as his remuneration for the 
trouble. At that time, this was felt a very extortionate demand, 
and many zamindars refused to accept the settlement. Some of 
those who accepted it soon sold their estates, while others 
sa&ere dispossessed of their estates owing to arrears of revenue.^ 
As time went on, however, cultivation extended, prices rose and 
natui’ally rents increased and rendered the burden of assessment 
extremely light. Many of the zamindars sublet portions of their 
zlimin^afi to others and thus avoided even the trouble of collecting 
rents from the ryots. In this manner, the Government gave away 
tiP the zamindars all the unearned increment in land, and when 
the expenditure of the Government subsequently iiici*eased, the 
pressure of taxation fell heavily upon temporarily settled land 
elsewhere and upon classes other than zamindars in Bengal. 

The persons who thus became proprietors were not all of the' 
saihe class; there were among them rajas who held large princi- 
palities from ancient times and others who obtained their rights 
from Mohammedan rulers; but the great majority of them were 
revenue farmers employed by the Nawab or by the Company. To 

this miscellaneous group of persons, Curnwallis gave away the bulk 
** • • 

* 

^ AccordlBg to a story, one zamindar was ‘ confined under a guard of sepoys 
and prevented from bathing, * praying or eating’, because he had refused to enter 
into settlement and %m finally ‘ drawn to sign an application for settlement 
See H. Beveridge, The District of Baharganji p. 62. 
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of cultivable land in perpetuity. Cornwallis did indeed take care 
to iiibitet that the zamiudurs should issue pattas to the ryots and 
forbid abwahs ot illegal cesses; but these safeguards came to nought 
and the ryot was soon subjected to unjust exactions. 

The administration of land revenue was vested in the Board ol 
Eevenue. A Committee of Eevenue existed in Calcutta before 
the time of Warren Hastings, but in conformity with the provh 
sions of the India Act of 1784, he reconstituted it as a Board in 
1786, with a member of the Governor-Generars Council as Presi- 
dent. Its principal duty was to control and advise collectors in 
the whole of their revenue work, A Chief Sheristadar was also 
appointed to bring the revenue records under the control of the 
Government, and James Grant was the first holder of that post.^ 
He did valuable work in reducing to a system the revenue records 
kept in the traditional mode by the kanungo. The Board differed 
from the old Committee on the important question of land settle- 
ment, and held that the zamindar was the legal owner of land 
and that the sti|te was entitled only to a customary revenue from 
him. This view was strongly held especially after Sir John Shore 
became the president of the Board in 1787.^ The authority^of the 
Board of Eevenue was extensive; practically the whole* adminis- 
tration of the presidency came under its control.^ 

§3. Land Revenue Settlement in Madras ^ 

The zamindari system of permanent settlement was soon 
introduced in all the territories then under the Company, The 
Board of Eevenue in Madras reported against the perpetuation 
of the settlement and asked for ^ime for further investigati®. 
But in 1799, influenced largely by the apparent ease of realizing 
the revenue, the Court of Directors ordered its adoption all over 
the ]>residency, and to ensure its immediate introduction the ^ 
Governor-General went to the length of proclaiming his Ye^ol^itidn 
to remove from office any public servant who evinced a want of 
zeal in giving effect to it. Accordingly, the northern districts gi 
Madras were permanently assessed, and the lands under the various 
zamindars were confirmed to them in perpetuity. Where there 
were no zamindari estates, the lands (haveli) were parcelled out 
into estates of convenient size yielding from Es. 3,500 to Es. 17,500 
as annual rent and these were sold as mootta (mitta), i.e. perpetually 
settled iwenue farms to the highest bidder. Eegulation XKY 
of 1802 described both these classes of landholders as proprietors 
and specified the terms on which they held the property.^ 

•• 

^ Cambridge History of Indta^ vol. V, p. 431.** •' * 

* ibM., pp. 417-8f 

® ibid., Yol. II, p. 8. ‘ The Board of Eevenue acted largely as the 0overiimeiit 
of the province ’ (Dodwell). 

^ C. D. Maeleane’s Standing Information regarding the^Official Administration 
of the Madras Presidency (1877), pp. 93-4. 
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When other territories were taken up for settlement j the 
zamindari system was found hardly suitable. In the country round 
Madras 'known as the Jaghir, Lionel Place found vestiges of a 
corporate village life, and he settled with the village communities 
corporately. In the Baramahal (now part of Salem), Alexander 
Bead began by settling with villages, but while grappling with the 
facts of the situation he hit upon the more appropriate system of 
settling with indmdual ryots and thus initiated the ryotwari 
system which has since become famous. This new system involved 
a somewhat detailed survey of fields; the assessments were to be 
moderate, and were fixed for a definite period. The ryot could add 
to or throw up his lands annually. The average assessment per 
acre on dry lands was fixed at one to two rupees, and on wet lands 
from to 11 rupees.^ Malabar, which came under the Company 
in 1792, was first under the Bombay Presidency, wdiose officers 
made a settlement with the rajas and chiefs.^ But this failed, and 
the district was transferred to Madras (1800) and Major (afterwards 
Sir Thomas) Munro was appointed to settle it. Miinro, who was 
trained under Bead, was an ardent advocate of the ryotwari system, 
and h® introduced it there. But this produced discontent among 
the heredfitary Jenmis, who broke out in open rebellion. Munro 
suppressed the rebellion and modified the settlement in partial 
recognition of the claims put forward by the chiefs and Jenmis. 
He also tonk part in settling South Kanara (1800), and the best 
part of his work was done in the Ceded Districts (1802-7). The 
same system of settlement was introduced in parts of Tan j ore 
in 1804. 

All this was experimental. The Court of Directors had already 
^nt out orders in 1799 insisting on the introduction of the 
Cornwallis system of Bengal into the whole presidency. Accord- 
ingly, in 1802, the Jaghir was divided into 61 estates and put up 
to auction as moottas. From 1803 to 1805 the Baramahal was alsp 
divitle^ into moottas and auctioned. The settlement failed miser- 
ably in the Baramahal; many moottadars became bankrupt, and 
% return was made to ryotwari almost immediately. The system 
was, however, more successful where there was a class of hereditary 
chiefs. Thus the Poligars of the Tamil districts, whose position 
was somewhat analogous to that of the zamindars of the iiorthern^ 
districts, were made proprietors in perpetuity between 1802 and 
1807 and their dues fixed for all time. By 1807 the Circars, the 
Jaghir and parts of Tinnevelly, Bamnad, Chittoor and Dindigul 
were permanently settled on *the zamindari basis. 

By the experiments thus carried out, it came to be widely 
recognized that the z|bmindari systemT did not suit the conditions 

# 

^ See Baramahal Eeeords., 

® A committee oogsistiag of two Bengal and two Bombay emiians were deputed 
for the porpose and tbeir report, issued in 179S in several volumes, is a mine 
of information on the district. 
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of the Madras Presidency. Lord William Bentinck, then 
Q-overnor of Madras, fully recognized this. What, then, must take 
its place? Miiiiro, who was the most experienced revenue official 
of the time, held that the settlement should be with the individual 
ryot, but he wanted the assessments to be^ lowered and to be made 
permanent. He expected that the consequent increase of culti- 
vation would make up for the reduction and perpetuation of 
assessments/ But neither the zamindari system nor the ryot- 
waii pleased the Board of Eevenue; they preferred the adoption 
of a village joint-rent system (mahalwari), and after Miinro left 
India in 1807, a trial was made of this new system in several 
districts, but the results were not really satisfactory, since the 
assessments were excessive. Nevertheless, a ten-year settlement 
was made on this basis. ^ 

In the meantime, owing chiefly to the influence of Munro, the 
Directors revised their view about the zamindari settlement and 
declared strongly for the ryotwari system, and instructions were 
accordingly sent^ out in 1817. The Madras Board of Eevenue 
raised a mild protest, but they were silenced. When Munro 
became Governor in 1820 the ryotwari system made rapid pisogress 
and before Ms death in 1827, it was adopted not only in the un- 
settled districts but also where village settlements had been made 
and where moottas had lapsed to the Government. Munro also 
succeeded in effecting the reduction in assessments which he had 
recommended in 1807. 

The basic principle of the ryotwari settlement was that the 
Government dealt with the individual ryot without recourse to 
any middleman. The ryot was recognized as proprietor, and was 
given full liberty to sublet, sell, mortgage or bequeath his lan#r 
He could not be ejected so long ajS he paid his fixed dues, but he 
could increase or diminish his holdings annually. The settlement 
involved the preparation of maps and classification of soils. The 
gross produce of each plot was calculated on the basis of ^grddy 
crop in the case of irrigated lands and cumbu, cholam or other 
grain for the unirrigated. Transport facilities and nearness te 
markets and irrigation facilities were also taken into account. The 
Government demand was supposed to be pitched at about 33 per 
cent, of the gross produce, but actually the proportion was 
higher or lower, generally higher. The assessments were fixed ^in 
money and were not variable from year to year, except where 
water was supplied by the Government to turn dry land into wet 


^ B. C. Butt, Eeommic Etstory of India tinder Early British BtUe (1902), 
pp. 1S7-40. ^ ^ 

® In a certain talnk, according to Munro, ‘ nearly hself the ryots had efni grated, 
most^ of the headmen ^were reduced to poverty, and many' of them had to be sent 
to jail. The substantial ryots, whose stock supported the agriculture of the villages, 
were gone/ Various causes contributed to discredit" the ryotwari system. The 
freguent deficits in Madras between 1798 and 1810 greatly influenced this change 
of view. 
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or to turn single-crop land into double-crop land. In unfavourable 
seasons, remissions were granted for entire or partial loss of pro- 
duce. In short, as an official report of the Madras Eeperme 
Department puts it : ‘ The ryot is virtually proprietor on a simple 
and perfect title, and liasn.ll the benefits of a perpetual lease, with- 
out its responsibilities, inasmuch as he can, at any time, throw 
up his land, but cannot be ejected, so long as he pays his dues.'^ 

The settlement "Vas therefore, to all appearances, a permanent 
settlement, but this was questioned by the Board of Eevenue in 
a memorandum written in 1902.^ They did not deny that the 
founders of the ryotwari sjAstem were originally in favour of the 
permanency of the assessment, but denied that they had the idea of 
perpetual immutability in mind when they used the words ‘ fixed ’ 
and * permanent h Later, owing to the fall of prices, the assess- 
ments were found too high and therefore w^ere reduced, and thus 
permanency never came into actual practice. Their reasoning is 
hardly convincing, and an array of documentary evidence can be 
adduced to show that the Government intended the system to be 
permanent.® 

Micro’s objects were not realized. The survey was conducted 
in an unscientific manner, and the assessment remained exorbitant 
in mai^y parts. Munro's intention was to take only one-third of 
the produce, but his instructions were not properly carried out, 
and even where they were carried out the assessment often covered 
the entire economic rent. Further, the commutation rates fixed 
by Munro proved too high when subsequently there was a fall 
in prices extending over the whole period from 1825 to 1850, 
The revenue was generally assessed by the low-paid underlings of 
fne collector, and as they wefe often corrupt, the wealthy and 
powerful landholders obtained lenient terms, while the poor and 
timid were made to bear the bm^den.® No doubt, there was a 
provision for remission when crops failed, but it was not easy 
to i^Srove that the conditions for remission had been fulfilled. 

• ^ Report for 185B-6, quoted in B. A. Balyell’s Report of the Madras Famine of 

1866 , p. 66. ,, » 

Resolution on the Land Revenue Policy of the Indian Crovernment (1902), 
pp. 157-80. 

® Botli Bead and Munro repeatedly declared tiiat tbe asse*^sment was to be 
permanent, and tliis view continued to be held ever afterwards. According to the 
Administration Beport of tbe Madras Bevenue Department for 1856-6, ‘ tbe assess- 
ment is fixed in perpetuity (so far as any increase to it is concerned) on each field A 
Tbe Court of Dmectors wrote in the Dispatch of 1857 : ‘ The assessment is fixed 
in money and does not vary from yea^ to year, except in those cases where water 
is drawn.’ In 1857 the Madras Board of Bevenue wToie that ‘ a Madras ryot 
is able towi'etain his land perpetually without any increase of assessment, as long 
as he continues to fulfil his engagements A * 

^ The ^prices fell to bet’s.^en^SO and 40 per cent, below the commutation rates 
by 1850. In the price of the best rice per Madras girce fell from Bs. 133 

to Es. 99; in Bafahmundry from Bs. 101 to Bs. 65. See also B, Srinivasa 
Baghavaiyanger, Memorandum on Forty Years^ Progress (1898), pp. 27-8. 

® E. C. Dutt, Beommic History of India in the^fictofian Age, pp. 68-81; also 
Marly British Rule, pp. 158-61. J. B. Horton, Letter to Robert Lome (1854), 
pp. 107-08; see especially a letter of Sir T. Madhaya Bao, pp. 152-4. 
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Mcnro expected that the ryot’s freedom to add to or throw up 
his lauds woii|d make the system elastic and convenient, but 
actually such freedom was enmeshed in vexatious rules. If the 
ryot gave up any land he was required to relinquish good and 
bad lands in like proportion, and therefore this provision proved 
to be of little practical advantage.^ 

The expectations of Eead and Munro that the ryotwari system 
would very largely bring waste lands into culti^-ation and raise up 
a class of sturdy peasant proprietors remained also unfulfilled. 
As population increased more land was indeed taken up, but this 
only swelled the class of petty ryots (called ‘ pauper farmers ’ by 
Norton), who cultivated uneconomic and fragmented holdings. 
The price of land did not rise as was expected, but in many parts 
land became almost unsaleable. The Collector of Guddapah 
wrote in 1846 : ‘ The universal complaint and request of the ryots 
is to be allowed to reduce their farms, a convincing proof that 
cultivation is not profitable.’^ 

The original intention of Munro was that the assessment should 
not be increased on account of improvements on the land; for he 
believed that this would increase revenue rather than redifce it.® 
But his intention was not given effect to, and this discouraged 
the improvement of cultivation and the adoption of valuablat crops. 
In 1887, however, the Court of Directors ordered that the 
Government should lay no claim to enhancement in the case of 
improvements solely due to the ryot’s industry. 

Nor was the collection of revenue an easy matter in those 
days. The revenue demand was generally too high to be met 
from the normal surplus. According to all reports, torture and 
other cruel practices were resortecf to. This formed the subjeS 
of a debate in the British Parliament, and as a result a committee 
in Madras investigated the matter and discovered that torture 
was prevalent, although ihe collector and his immediate assistants 
never countenanced it."^ The fact is that the higher ofiicers^'had 
neither the means nor the inclination for w^atching over their 
numerous |inderlings, and except where able men were at the 
helm these latter had their way.^ 

The pernicious results of this system may be seen in the reports 
.of the Collectors of the time, copious extracts from which are 
printed in the works of J. B. Norton and E. 0. Dutt.® The 

^ J.B. Dykes, Salem, a OoUcctoraie (185§}, p. 101. Also letter from the Board 
of Beveime to tlie Government, 30 September 1852. 

* Letier to the Board of Revenue, Madras, 25 July 1846. 

® See Mimro’s letter to Read, IB July 1797. 

^ The common forms of torture were keeping igian in the sun, preventing 
him from going to m«als or calls of nature, squeezing the crossed hngers, pinches, 
slaps and blows with fist or with whip, twisting the ears, etc. See the Report 
of the Committee (1855), par. 68. 

® Bee Sir George Campbell, Modem India (1852). 

/ See J. B. Norton, op. cit., pp. 89-168; E. C, Dutt, op. dt, pp. 153-61; 
Victorian Age, pp. 67-73; also Srinivasa Baghavaiyanger, op. cit., pp, 28-33. 
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gist oi‘ these reports is tJiat cultivation had ceased to be profitable, 
that the ryots were impoverished and heavily in debt, that the 
wealthier ryots had disappeared, that agriculture bad degener- 
ated, and that famine had frequently ravaged most districts. 
Boiirdillon’s Description of the Madras Ryot, written in 1853, is 
the most memorable of these documents and is well worth 
perusing. ^ 

It is no wmnda.’ that the land revenue of Madras remained 
stationary during the period 1820-58, as is evident from the 
following table : 


Year 


Revenue (<£) 


1810-1 

1820-1 

1830-1 

1840-1 

1850-1 

1857-8 


1,071,666 

3,738,460 

3,460,329 

3,729,085 

3,515,969 

3,678,^62 


The* defects of the system were dealt with by experienced 
revenue officers like A. D. Campbell before the Parliamentary 
Select Committees of 1832 and 1852, and in various reports and 
proceedings of the Board of Revenue. Assessment rates were 
experimenta;lly lowered, raised, and lowered again, but no real im- 
provement came before the introduction of the new survey and 
settlement system.^ 

The Board of Revenue in Madras dates from 1786. It 
originally consisted of three members, and was presided over by 
arMember of Council. In this^ body was vested ‘ the superinten- 
dency of the whole administration, settlement and receipts of the 
revenues’. The Board superseded the provincial Councils, which 
* previously had controlled the work of the Collectors.''^ It had 
origiAatly certain judicial functions also, but they were abolished® 
by Regulation II of 1806. In 1804, it became also a Court of 
Wards for the Presidency and had control over religious and other 
endowments.^ The portfolio system, now in vogue, •^^^as only 
introduced in 1887, when the membership was raised to four and 
each member was given a separate charge.^ The number of 
members was subsequently reduced to three. 


§4. The Bombay System 

The experiments in Madras vrere of great use in carrying out 

revenue settlements in the territories* in western and northern 

• * 

^ See Srinivasa Baghayaiy anger, op. cit., pp. xsxviii-xlii* 

^ See cL. xv. 

® Fifth Report, p, J.91, 

^ Regulation V of 1804 and XXI of ISflS. 

® Cambridge History of India, vol. VI, pp. §1-3. 
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India which siibseqoently came under British rule. The lessons 
learned at the expense of the Madras ryot were helpful in devising 
more !il)eral revenue arrangements in the rest of India. We shall 
see briefly how this happened. 

The principal territories comprised in the Presidency of Bombay 
came under British rule in 1817. Elphinstone, who first investi- 
gated the conditions in the presidency, was struck by the pre- 
valence of the village community, owing perhaf^s to the important 
part played by it in Mai'atha administration. The prevalent form 
of tenure v^as mirasi, with the hereditary joint ownership charac- 
teristic of it. These institutions were, however, disregarded, and 
the Coiirf of Directors, who had been converted to the ryoiwaii 
faith by Monro, insisted that the settlement should be made with 
every separate cultivator on a temporary basis. This decision 
sounded the death-knell of the village community. 

As in Madras, the first assessments wei*e too high. Pringle, 
who first carried out the settlement in Poona and the surrounding 
districts, measured the land and fixed the G-overnment demand at 
55 per cent, of the produce. But the measurements were 
faulty, the estimates of produce were erroneous, and nol; even 
half of the revenue demand was realized. According to the official 
report P « 

Every effort, lawful and unlawful, was made to get the utmost 
out of the wretched peasantry, wdio were subjected to* torture, in 
some instances cruel and revolting beyond description, if they 
could not or would not yield what was demanded. Numbers 
abandoned their houses and fled to neighbouring Indian states. 
Large tracts of land were Ihrown out of cultivation and in 
some districts no more than a * third of the cultivable aim 
remained in occupation. 

In 1835, a re-survey and settlement was commenced by H. B. 
froldsmid anil Lieutenant (later Rir George) Wingate in leckipur 
taluk and their system was later extended to other parts of the 
presidency, and still remains the basis of the Bombay lanfl 
revenue *aAministration. The system is simple. ‘ They classified 
all soils into different classes according to their quality; they fixed 
the assessment of a district after inquiries into its circumstances 
• and previous history, and they distributed the district demand 
among the villages and fields contained in the district. The owner 
of each field was then called upon to cultivate his holding on 
payment of the land tax fixed for Ms field. The assessment was 
thus based on general considerations and not upon elaborate cal- 
culations as in Madras. ' The settlement officers’ subjective 


^ Bombay AdminiHration Eepori (1872-3), p. 41. See alsQ!.B. H, BMen-nowell, 
Land System.^ of British India (1892). 

^ E. C. Diitt, Victorian Age, p. 53. 
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impressions played a great part, but this did not turn out to the 
detriment of the ryot in practice.^ The settlement 'was fixed for 
30 years. • Thus the first experiments in ryotwari settlement turned 
out to be more successful in Bombay than in Madras.^ 

The result may be seen in the steady improvement in revenue. 
The total land revenue, which was iTd) million in ] 830-1 had 
risen to £2*2 millions by 1850-1. 


§5. Land Revenue in the Norih-We/^tern Provinces 

The territory formerly called the North-Western Provinces came 
under British rule by 1803, partly by the cession from the Nawab 
of Oudh (1801) and partly by conquest from the Mar at has (1803), 
The intention at first was to introduce the Bengal system of land 
settlement. But this was not carried out for some time, owung to 
tlie counsel of delay that came from the cornmissioners appointed 
to settle the territory. In 1821, the Court of Directoi’s definitely 
decided against permanent settlement and temporarily fixed the 
Governi|ient demand at 83 per cent, of the gross rental of estates. 
This assessment was found to be excessive, and in 1833 Lord 
William Bentinck reduced the demand to 66 per cent, and made 
the settfement for 30 years. The settlement was not with culti- 
vators but with the hereditary talukdars in Oudh, and generally 
with proprielary villages in the rest of the province. This was 
fixed by Eegulation IX of 1833, which subsequently became the 
basis of land settlement all over India. The actual settlement 
was carried out by Eobert Merttins Bird who worked incessantly 
foa^ nine years, and evolved* a system by which he gave 
great relief to the overtaxed landholders of the province. ITis 
work was done in the humane spirit of Bentinck, and it 
• was instrumental in giving rise to a class of sturdy and 
contented landowners. 

The procedure adopted by Bird was the follo'wiiig. He first 
made a rough summary and map of all the land withiii a fiscal area. 
Then a professional survey was made of the land of 4ilie area, 
both cultivated and uncultivated. Pinally the land tax for the 
entire fiscal area was fixed and that was apportioned among the 
estates or villages (mahals) comprised in the area. The weakest 
point in the system was the part of guesswork in the calcula- 
tion of the rental, but this was subsequently rectified by better 
methods of surveying and assessing. The intention of Bird 
seems to liave been to make the assessment perpetual where the 

m 

0 0 

^ Bombay Suroey and S^ettlemenf Manual, vol. I, pp. 123-^. 

® The system was assailed . by the Sadr Board of Revenue, which suspected 
that it vrould be liable to the defects of the Madras system. To this, Wingate and 
0olflsmid made a convincing reply, which is contained in a letter dated 17 October 
1840. See B. C. Butt, Victomn Age, pp, 54-7. 
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lands were fully cultivated, but this was not accepted by 
his successors. 

Bii'd’a work was continued by James Thomason who drew up 
in 1844 the first complete Land Settlement Code in India. This 
Code, entitled Directions for Settlement Officers, became later the 
basis of similiir codes in other parts of India. Bird’s assessments 
were revised and reduced, and even then the revenue steadily 
improved. The revenue of the province rose-from £3-6 millions 
in 1838-9 to ^3-7 millions in 1840-1 and to nearly £5 millions 
in 1850-i. 


§6. Land Revenue in the Punjab 

Before it came under the British, village communities were 
powerful in the Punjab, and land revenue was assessed and col- 
lected in kind. In theory one-half of the gross produce was 
taken, but in practice it varied between two-fifths and one-third. 
The first land settlements were made by the brothers Henry and 
John Lawrence. The framework of the Sikh system was main- 
tained, but the revenue was collected in money. The state 
demand was nominally reduced, but the money basis' made the 
assessment really heavier. A set of able officers, partly ^military 
men and partly picked civilians from the Bengal Service, were 
appointed as heads of districts, and in general thpy strove to 
tone down the rigours of the revenue system and to do justice 
between man and man. The settlement was made not with 
individual cultivators, but with joint holders of large estates 
which generally coincided with villages. The joint owners were 
represented by their headman, 'called the lambardar, but "In 
practice the revenue was separately recoverable from the share- 
holders. Thus, although in form the assessment was on the 
^village basis, in reality the position of the individual holders "was ' 
recognized, and this helped the growth of a sturdy Sldfss of 
peasant proprietors. 

Johq Lawrence found that the demand of one-third of the 
gross produce was unfair to the peasants, especially as the hist 
was payable in money. His guiding principle was to ‘ assess low, 
leaving a fair and liberal margin to the occupiers of the soil ’ , and 
he expected this would induce them to increase their cultivation 
and put the revenue beyond the reach of bad seasons.^ Accord- 
ingly the revenue demand was reduced from one-third to one- 
fourth and then to one-sixth of fhe gross produce. Lawrence’s 
expectations were realized, for there was a great extension of 
cultivation, and the total' land revenu,® which was £830, 000 in 
1847-8 rose to £1-4 million in 1856-7. 


' See his letter to Nicholson in Bosworih Smith’s Life of Lord Lawrence (1886), 
vol. 11, p. 341. 



LAND EEVENUE DNDBB THE COMPANY 

The total land revenue collections of British India in 
and 1857-8 were as follows : 



mo-i 

1857-8 


. ^ 

£ 

Bengal 

3,569,408 

3,694,017 

Madras 

3,515,969 

3,678,862 

Bombay ... 

2,286,074 

2,318,241 

N.-W. Provinces 

4,990,102 

2,639,238' 

Punjab 

1,020,889 

1,785,227 

Nagpur 

— 

277,050 

Other territories 

— 

1,329,702 


(excluding 

Satara) 


Total British India ... 16,882,442 15,722,887 
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1850-1 


Sind and 


The low figure for the North-Western Provinces was due to the Mutiny. 
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NON^AGEICULTUEAL *EEYENUE 
§1. Inland Transit Duties^ 

ilLTHOUGH the term sair was given to the many taxes imposed 
formerly on non-agricultni’ai classes, it eventually came to mean 
clhefly the inland duties levied on goods in transit/ It used to 
be collected by the persons who gathered the land revenue, and 
when the centra! authority of the Mogul Empire became weak, 
the zamindars seem to have levied it on their own authority. 
Thus when Bengal came under British rule, zamindars, amils and 
revenue-farmers all over the country kept chowkis or toll-houses 
by the roadside or on the banks of rivers, and all goods passing 
by were charged sair duties by their agents. 

Nest to transit duties came taxes on traders and artisans, 
generally called moturpha. In the Madras Presidency^, the term 
moturpha was limited to the imposts on the artisan classes, while 
the levy on the profits of merchants was called veesabudUy. 

In northern India, however, sair seems to have had a wider 
connotation than in the south. According to an account of 1771, 
sair included taxes on cotton, tobacco, betel, gram, etc., duties 
levied on the manufacture and sale of cloth, peshoush, taxes on 
boats, monthly duties paid by shopkeepers and other town- 
dwellers, bazaar collections, fees ^ paid by cutters and sellers^! 
grass and stj-aw, and by fowlers and game-killers, fines, and 
licences for the sale of bhang and intoxicating liquors.^ The levy 
was made on almost every article; as Sir Charles Trevelyan, who , 
‘made a thorough study of the subject, said: ‘the questioi? ^as 
not what was taxed but what was not taxed. 

* «: 
Bengal afid Bihar 

In Bengal, eJuoivkis existed in every mahaL Eor this purpose, 
the district or sarkar was divided into chuklas. All goods in 
transit had to be examined by the daroga in charge of the ehitkla. 


€ 

^ Hobson Job son describes sair as * a variety of inland imposts, especially local 
and arbitrary eliarges levied by zamindars and other individuals with a show 
of authority, on all goods passii^g through their estates by land or water, and 
sold at markets established by them ^ 

® Fort William ^Consultations (1771), quoted by P. N. Banerjea, Indian Finance 
in the Bays of the Company (1928), pp. 250-1. ^ 

® Select Committee Report (1873), p. 51; TreVelyan thought that wdiat ivas 
called sair in northern India was called moturpha in soutkern India, but this is 
not true. In Madras, both sair and moturpha existed side by side. Sec below 



NON-AGBIOULTURAL BE VENUE 


31 


and the certificate (roioannali) issued by him would enable them 
to pass through the reniaiiiing chowlds of the elmlla, but when 
they entered another chtiMa a fresh certificate had to be obtained on 
payment of a cliittamin. The levy was apparently made on 
Hindus and Moliammedans at different rates. 

The Company soon rearlized that these charges were ' a great 
detriment to the public collections and a buitiien and oppression 
to the inhabitants In 1779 orders were issued abolishing all 
duties coming under the description of mtr, clielliintah and 
rahadafi; and Eegulation XXI of tliat year declared all e]iou7Ms 
kept by zamindars to be illegal. From that time the Company 
made active efforts to cut down these vexatious imposts. In 1793 
the zamindars were given compensation for tlie loss of revenue 
resulting therefrom. Eegulation XXVII of 1793 firmly laid down 
that ‘ no landholder or other person of whatever description shall 
be allowed to collect in future any tax or duty of any dciiomiiialion h 

What the zamindars lost the Government gained; but tiie 
Government wanted to simplify tlie collections and to reduce the 
different exactions into a single tax, so that when once that dutj 
was paid the goods could freely pass without let or hindrance. 
Eegulation JX of 1810 laid down the rules of the new transit duty. 
The number of custom houses was reduced, and each of them 
was placiBsd in charge of a collector of customs. He was authorized 
to establish chowhis under his jurisdiction. Definite rules were 
laid down for the levy of duties. A town duty was also levied 
under Eegulation X of 1810 all over Bengal on grain, oil, oil-seeds, 
ghee, tobacco, salt, etc., and these duties were farmed out for 
collection. 

In spite of this reorganization, impediments to trade did not 
disappear. Nor did the number of cuslom houses diminish. ‘ The 
country was covered with customs establishments like the squares 
^on a chess-board, and whenever any article inclodecl in tlie tariff 
*wa» mqj^ed from one sr^uare to another, it paid this consolidated • 
duty.’^ The result has been described by Trevelyan as follows : 

« The intercourse between adjoining districts in the interior is 
positively burdened with heavier duties than the trade* Between 
England and India. English metals and woollens are admitted free 
and nearly all other articles at 2| per cent., and on the export side, 
indigo, tobacco and cotton are free; while other articles are charged 
2'| p«!r cent., but in the trade carried on between the most conti- 
guous places ill the interior, metals are charged 10 per cent, and 
other articles from 5 to 10 per cent. This is a fact worthy of being 
- recorded for the information of posterity. If wo were to encourage 
swamps or accumulate mountains between the different districts of 
our country we could not py,ralyse their iMustry so effectively as we 
are doing by this scheme* of 'finance.^ , 

« 

^ Sir Charles Trevelyan’s Evidence before the Select Committee (1873), p. 61. 

® Trevelyan’s Beport^upon the inland etistoms of the Bengal Prestdemp (1836), 
p. 4. 
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Passes (fowamiahs) had to be obtained for all goods in transit. 
They contained a full description as to the value, kind, quantity, 
number and description of packages. Therefore every, time the 
goods underwent a change a new pass had to be obtained, and 
an additional duty had to be paid. Previously the duties were 
charged in bulk as so much per cart-load or head-load. But 
under the new system the duty was assessed on the value. For 
instance, cotton was charged 5 per cent, when raw; when it 
became yarn it had to pay another 7} per cent.; and when the 
yarn was woven into cloth another 2|- per cent.; if it ivas later 
dyed 2|- per cent, again; altogether the duties came to 17 J per 
cent. Leather, sugar, shellac, saltpetre, oil and other articles 
were liable to double and treble imposts.^ On top of this came 
the extra duty levied when goods were taken into towns. It was 
a great burden on local manufactures and led to the decline of 
indigenous handicrafts. 

The harassing nature of the rowannahs can only be realized 
when one remembers that they had to be obtained before the 
goods attempted to pass any chowki, that separate passes were 
necessary for each parcel included in a load, that if any change 
had been made in the size and nature of the parcels ^new passes 
had to be obtained, that identification of the parcels had to be 
made at different chowkis, and that in every case a fresh ^payment 
had to be made. 

The customs subordinates had unlimited powers^ of stoppage 
and search to see if the goods corresponded to the rowannahs , and 
this led to endless corruption and harassment. A patrolling officer 
in Delhi made the following statement : 

I beg to mention the foliowBig as one of the numerous ways 
in which thc3 Mr dealers in salt and other goods are oppressed. 
Should any merchant be ever inclined to be honest, it is really 
almost Old. of his power to do so. Suppose for instance that a^ 
** merchant has a rowmmah for the conveyance of 1,000 m|unds of 
salt. The karmadah or chaprassi will first demand a certain sum. 
The owner of the salt will object to give it. The native officer will 
then ‘ I must weigh the salt, for I suspect you have an excess. ' 
Suppose the dispatch to consist of 20 hackenes, their contents would 
take three days to weigh and the merchant in this way would lose 
Es. 60 on the hire of the carts during these three days. He would 
then after consultation offer a bribe of Ks. 20 to the karmadah, etc. 
rather than suffer the greater loss of Es. 60 by detention. *5* The 
case is different if a smuggler makes his appearance; the matter is 
then settled in half an hour. The- smuggler pays his regular fee of 
2 annas per maund and at the same time a ohaprassi or private 
servant of the karmadah goes ahead to settle business with the next 
public servant and so on. "" Should any ^sueh smugglers be detected, 
a private servant of the owner of the salt makes haste to the 
slieristadar and others concerned to get if possible rowannahs signed 


^ ibid., p. 6. 
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immediately. He then, after about twelve or fourteen iioui's, brings 
rowannahs signed, and when asked why he did not produce them 
at first, Ms answer commonly is that he was left behind sick. The 
seizures in this way rendered labour in vain.^ 

In 1825 Holt Mackeiiseio, Territorial Becretary to the Bengal 
Government, wrote an able memorandum exposing the evils of 
the system of inland duties.^ He made the pregnant suggestion 
that ‘ the country Inigiit be relieved from the mischief of our 
inland customs without any very considerable sacrifice, at least 
if the salt duties in our w^estern frontier were maintained He 
also pointed out that a reorganization of the customs duties 
would more than make up the loss resulting from the aboli- 
tion of inland duties. But the suggestion was not immediately 
taken up. 

In 1828 Lord William Bentinck deputed Trevelyan to report 
on the transit duties. Trevelyan attacked the whole system in 
his famous memorandum of 1883. Subsequently the viciousness of 
levying transit duties was exposed by several vi?itnesses before 
the Select Committee of the House of Commons. Lord Ellen- 
borougH, President of the Board of Control, attacked it in a letter 
to the Chairman of the East India Company and enumerated 235 
articles,# mostly of common domestic use, on which duties had 
to be paid. The Company’s Board of Directors were still un- 
convinced, but in spite of them, Lord Auckland in 1836 closed 
the inland custom houses in Bengal and abolished all town duties. 
Lord Ellenborough, who succeeded Lord Auckland, finally put 
an end to the system in Bengal. Bombay immediately followed 
this example, and many other parts of India soon came into 
mie. 

. Madras, 

Irt T^adras the transit duties survived longer. When British 
rule was first established, inland duties of all kinds were levied 
ii? the territories which later became the Madras PreHdency, 
and almost everything came under that impost. The Fifth Report 
gives a telling account of the corruption and molestation that 
they involved, and of the most injurious results they had on trade 
and* industry : 

The first rates were easy and the customs houses iew, but in 
the general relaxation of authority prevailing in the Cirears, this 
mode of raising revenue for the support of the Government was scan- 
dalously abused. In the course of a iy}tle time, new duties were 
introduced under the pi;ete^ce of charitable and religious donations, 
and fees to the ohowkidafs or account-keepers, g*uards and other 
officers at the station^; as protection money to a zamindar or as a 

* ibid. ® Bengal Opium and Salt ConmUuUom {1825}, 
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present to those who farmed the duties. Not only had the duties 
been from time to time raised in their amount and- multiplied in 
their number at the discretion of the zamindarfo and the renters under 
them; but they were at length levied at almost every stage and so 
on every suceessi-ve transfer of property.^ 

In the Northern Cii’cars, the duties ^'charged were mhadari^ or 
duties on merchandise, and pander i, or tax on shops, on retail mer- 
chants in towns and on temporary stalls erected during fairs or 
festivals. Sair was also charged on liquor-vendors and keepers of 
brothels. In some places marriages and other ceremonies also 
came under that impost. Poiozadari was the produce of fines 
and confiscations; cliouth was a fourth of the sums litigated upon 
in the civil coiods. Eents were charged on palmyra trees on the 
coast, and on salt farms. “ There were also tolls to be paid all 
over the country, and travellers were molested in all possible 
ways. 

In 1803, these old inland duties were abolished, and in their 
place were ordained (1) a duty of 6 per cent, on all goods imported 
by sea or land into the town of Madras, or produced within its 
limits; (2) a duty of 6 per cent, on all goods imported ^into or 
exported from the subordinate ports in non-British boats; (3) a 
duty of 6 per cent, on all goods imported or exported across the 
frontier; and (4) a general duty of 6 per cent, on goods Snported 
into certain provincial towns or produced within their limits. 
Goods belonging to the Company were exempted from ’duty. Thus 
some goods had to pay three separate duties successively, making 
an aggregate of 18 per cent. 

The toll hitherto collected was ‘specific’, i.e. regulated by 
the bullock-load or other measure^* but under the new system it 
became ad mlorem. This was a very heavy burden upon such 
articles as cloth, which had now to pay nearly six times what 
they paid before. As a result, a large number of weavers migrated r 
ho tlie Indian States or to the villages, where they Imd less 
duty to pay. This did not in any way benefit the Government 
but hit the consumer as the price of goods went up. In 1806, an 
the recormiiendation of the Board of Revenue, the town duties 
were abandoned and the frontier duty was reduced to 5 per cent. 
As this resulted in a fall of the inland customs revenue from Es. 23 
lakhs to Es. 10 lakhs, the town duty was revived in 1808, but 
it was restricted to the goods brought into the towns, leading 
goods produced in, or taken out of, them duty-free. Further, 
goods that had already paid the* frontier duty were exempted 
from the town duty. Some of the weavers and othei; artisans 
who had formerly migrated from the towns were thus given an 
inducement to return to their old horned. * 

Although the original intention of the Government was to levy 
the duties at the frontier and in the * principal towns, many 

^ Fiftli Report rol II, p. 10. « ibid., p. 161 et seq. 
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subordinate ehoirlcis soon arose all over the country, and as the 
Goveriiineni* found them a source of increased revenue , they were 
legalized* by Eegulation I of 1812, which reJiiained in force for 
about 30 years, tinder tins Eeguktion a general duty of 6 per 
cent, on a fixed tariff valuation was levied on almost every article 
of consumption (except grain, cotton and coitoii thread) imported 
by land, passing through or sold within the Madras territories. 
Having paid siicli* duties goods could pass to any territory.^ 
When such goods came into the city of Madras, they had to pay 
a 6 per cent, dut3^ but if a certificate on stamped paper attesting 
the payment of the general inland duty was produced the goods 
were let off on payment of the extra one per cent.^ 

Over and above this general duty there was a high consumption 
tax levied in Madras and all tlie principal towns on betel, tobacco, 
ganja, bhang and godacl\ In some districts (Coimbatore, 
Madura, Tiichmopoly and Tanjore), it was levied not only in the 
towns but in other inland chowhis also. The rate of duty was 
never below 100 per cent. This was not levied in Kanara and 
Malabar, but in these districts there was a special duty (haulat) 
on pepper, betel-nut, cardamom and sandalwood.® This heavy 
taxation brought into the Treasury about Es. 31 lakhs annually 
till 1819. 

At 3rst the Government collected this revenue directly, but as 
the expenses of collection increased it was later farmed out to 
the highest "bidder."^ The sair peons and chowkidars who collected 
the duty for the Government were bad, but the renters were 
much worse. It was to stop the extortions of the chowkidars 
that the Board of Eevenue recommended the farming system with 
yie approval of Sir Thomas Mnnro, then Governor. But worse 
extortion resulted, when the renters came into possession of this 
valued right. However, the Government gained by the change. 

, There was an increase of Es. 10 lakhs in the customs revenue 
aifd ^riarge decrease in the charges of collection. 

In 1835, a committee was appointed by the Government to 
inquire into the question of inland duties. The Committee 
pointed out that the inland duties were not mere'* transit 
duties but were mostly excises on consumption, and that in 
levying an excise of such wide scope, more detailed instructions 
should have been drawn up by the Government for the guidance 
of tax-gatherers. They wrote : ‘ A system of universal excise, if 
administered by Government servants will always be a system of 
universal fraud on the revenue and exactions on the people, 
and if administered by farmers a system of grinding oppression, 
under which the payment of legal duea will form the lightest part 
of the burden.’® • ♦ 

* 

^ Regulation I of 1812? ** Regulation III of 1812 and Regulation 11 of 1817. 

® Regulation I of 1812. 

* Letter from the Coard of Revenue, 28 February 1818. 

® Report of the Customs Committee (1836). 
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The Committee had reports from Collectors describing the 
exorbitant demands to which the commercial classes were subject 
and sliowing liow difficult it was for the Collectors to put an 
effective check on such transactions. In some districts there ’were 
as many as 30 chowkis, and those who suffered the ordeal in 
those places had hardly any means of redress. Such articles of 
common use as onions, chillies, tamarind, coconut, coriander, 
garlic, ginger, mustard and pepper had to pay the duty. The 
Committee remarked : 

It appears doubtful whether aii}^ tax could be invented which 
would cause more universal vexaiiou and distress, or strike more 
effectually at the root of industry, than the one under which such 
a system of interference is openly practised and avowed. It is not 
in the amount of duty that the grievance consists; it is the intolerable 
vexation that attends the collection of it. 

In conchivsion the Committee recommended the complete 
abolition of the inland duties, and they were accordingly abolished 
l)y Act VI of 1844. In the previous year they yielded a revenue 
of Bs. 30 lakhs. 

§2. Motiirpha 

Opinions differ as to whether moturpha was a part ot'^sair or 
different from it. James Grant wrote in 1787 : ‘ Under the head 
sayer revenue*' was also included a variety of taxcfs indefinite 
in their amount and vexatious in their nature called moturpha; 
they consist of imposts on houses, on the implements of agricul- 
ture, on looms, on merchants, on artificers and other professions 
and castes.*^ Such a tax existed ^in most parts of India under 
that name or under some other name. In Bengal it was abolished 
in 1793 (except in one Pargana),^ and in other provinces by 1844; 
but in Madras, moturpha and other professional taxes continued 
to 1)6 levied till the very end of the Company’s rule. OriginaHy 
these taxes were collected along with land revenue, and later came 
to be considered as a profession tax.*’’ Under the local names, 
Eomadayum and pulla puttada, the tax was levied in Ai*cot and 
the Ceded Districts on houses, bazaars, mandis, mills, oilmongers, 
weavers, indigo-makers, cloth-painters, shepherds, kolagaram 
(village weighman), and so forth. The scope and incidence of this 
tax varied from district to district and even from village to village. 

It was rated on income, being 2 to 4 per cent, and in some cases 
even 8 per cent. In Nellore, moturpha was levied on houses, 

^ Fifth Report, vol. II, p. 10. * 

® It discovered in 1870 that moturpha (Dntmued to be levied in some 
villages in Bhahh&d District, and brought in Bs, 178-4-2. Those villages were 
transferred from 01iazipor in 1819, but as moturpha had been abolished in the 
rest of Bengal before that date, it continued to be levied there, and no one took 
any notice of it. See Select Committee Report (1873), p. 6S8. 

® Proceedings of the Board of Bevenue, 29 August to 18 December 1814. 
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weavers, boatmen, palanquin-bearers, fisliermeii, goldsmiths, 
blacksmiths,* cartmen, perfume-sellers, shopkeepers, tank-diggers, 
goldfindei’s, dyers, painters, gunny-makers, cli udders, sawyers, 
shepherds, oilmoiigers, ironmongers, shoemakers, potfeers, basket- 
makers, butchers, toddy-draw'ers, etc. 

Thus the scope of the tax was ^ery wide : ‘It is a poll-tax, 
a house-tax, a cattle-stall tax, and a caste-tax; the beggar is taxed 
because he is a beggar; the widow is taxed because she is 
destitute/ 

The Board of Eevenue gave much time and attention to 
a reform of this tax. It was realized that being virtually an 
income-tax, it should not be a fixed amount like the land revenue. 
As the revenue from this tax was the largest in the Ceded 
Distiicts, a prolonged correspondence passed between the Board 
and the officers in charge of those districts. Munro was the first 
to understand the nature of this tax.^ There were three separate 
levies in those tracts : the mohirpha or profession tax, veesahnddij 
or tax on the income or profits of merchants and traders, and a 
tax on houses.^ In Bellary the veesahiiddy assessment was fixed 
for eagh taluk according to its population, production, consump- 
tion, trade, and the state of profit from trade and business, and 
the assessment was somewhat more than 10 per cent, of the 
aggregate gains. The merchants settled among themselves, by 
means of arbitrators, the relative proportion which each was to 
bear. They had to produce documentary evidence in support of 
their statements. Of course, differences of opinion arose between 
individual merchants, and the arbitrators had a very large part 
to play. Mohirpha was more difficult to assess. It was supposed 
|o be rated on the gains of each individual craft or profession, 
but in practice it was arbitrary. It was also difficult to assess 
these taxes aecoi’ding to the income of the year, and therefore 
assessment often became either too light or too heavy. 

5’r4)m the beginning, the Collectors felt the need for legal 
sanctions for taxation. In 1818, a regulation was made prescrib- 
ing the mode of levying moturpha and veesahnddy, and this 
armed the Collectors with powers for punishing the (rands and 
correcting the abuses which occurred in the assessment of the 
tax/ It was also desired to incorporate the various imposts into 
one consolidated tax, bnt this was not easy.^ 

•In Coimbatore and the West Coast, one of the articles subject 
to moturpha was tobacco. Soon after 1800, this tax was abolished, 
but a Government monopoly, took its place. All cultivation of 
tobacco^ was prohibited except under licence.^ This led to 

m 

^ Miiuro’s letter, 15 AiiQxst 1807 (Bevenue Coiisnltations, 4 February 1808). 

® Letter from tbe Collector of Bellary (Gbaplin), 18 April* 1812. In CndiSapalu 
a tax called hazabab wa« also levied, bnt it seems to bave formed a subdivision 
of moturpha and was sometimes called Chittur-moturphu, 

* Eegnlation IV fii 1818. * Letter dated 22 December 1812. 

» Begttlations VH and VIII of 181X. 
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smuggling on such a large scale that troops had to be employed 
to deal with it. The tobacco monopoly was aibolished in 1852, 

The question of motnrpha formed the subject of correspondence 
between the Home Government and the authorities in India for 
about twelve years, and ‘ after an inexcusable delay on the part 
of the Madras authoiities in furnishing the information which 
had been repeatedly called for/^ the matter was seriously taken 
up after 1853. J. F. Thomas, Member of Council, recommended 
its abolition and pointed out that the resulting loss of revenue 
would be made good by the increasing prosperity of the non- 
agricultural classes. ‘ Their advancing w^ealth he wrote, ‘ would 
extend the market and enhance the value of all products of the 
land, and better prices would then be obtained by the lyot and 
greater stability be thus given to land revenue.^ The other 
Members also agreed, but tlie Governor (Sir Henry Pottinger) 
advocated the retention of iw^tiirpha,^ The Governor-General 
(Dalhousie), while condemning the tax as ‘oppressive, detestable' 
and ‘indefensible in principle’, and while agreeing that it 
‘should be abolished wholly and unreservedly’, suggested, never- 
theless, that its abolition should be defeiTed in view of the ^actual 
financial condition of the Empire.^ The Court of Directors con- 
sidered the tax to be ‘ arbitrary, irregular and undefined, resting 
(except as regards the veesabuddy of the Ceded Districts)^ on no 
law, but merely on ancient usage, and thus affording to native 
officers employed in their collection ample opportunities of 
oppression and extortion, of which it is in evidence that they 
largely avail themselves’. They also pointed out that the tax 
was ‘ confined to one Presidency, which is subject to at least as 
heavy a pressure of taxation as any^ other part of India, and evei> 
there whole districts and parts of districts and particular classes 
of people are entirely exempt’.^ They accordingly ordered its 
total abolition ‘ at such time and in such manner as may seem 
expedient During the Mutiny, the Tiispector-Geneimh of 
Ordnance advocated tho immediate abolition of moturplm ‘ as a 
measure calculated to imbue the native soldiei’s with a full sensa 
of the value of British rule and as tending to place the military 
system on a sound footing 

Motmpha was abolished in 1861, when the licence-tax was 
■instituted, but that w^'as not the end of it in Madras. Even to 
tMs day, moturpha survives in the municipal areas of the Presi- 
dency in the form of a graduated tax on arts, professions and 
callings. • 


* 

* Dispatch from the Court of Directors to th^ Government of India in (Jor- 
respondeAtce retaUng t§ Mast India Affairs (1857), p, 12. 

* Minute dated 23 Aprii 1853. ® Minute^ dated 28 April 1853. 

" Minute dated 26 May 1853. 

® Oorrespondmcc relating to Mast India Affairs (1857), p. #13. 

® Uevenue Consultations, 30 November 1858. 
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§3. Sea-Customs 

So long 88 a universal system of inland duties ciontiniied, no 
other iion-agrj cultural tax had any chance of developing, but with 
the abandonmeni of transit duties between 1836 and 1844, such 
heads of revenue as sea-customs, salt, opium and ahhari began 
to develop. We shall now proceed to trace the growth and 
administration of these taxes. 

Even in early British days, customs duties were a source of 
state revenue, but each presidency had its owji customs regulation 
and organization. In Bengal this subject was administered by 
the Eevenue Department till 1793, when it was transferred to the 
Commercial Department. Eegulation IX of 1810 systematized the 
customs tariff of the Presidency of Bengal. Import and export 
duties were fixed at 5, 7.] and 10 per cent, according to the 
nature of the goods. Articles like bullion and coin, horses and 
timber used for ship-building were exempted from the duty. The 
exports of grain, precious stones and a few other articles were 
left free. In 1811 heavier duties were imposed on goods carried 
in foreign ships engaged in export or import trade, and thus a 
preference "“was given to British shipping. At that time, the 
Navigation Acts had full sway in England. In 1815 woollens, 
metals, marine stores and other manufactured goods from the 
United Kingdom were declared duty-free provided they came in 
British-registered or Indian-built ships, but wines and spirits 
were subject to the normal duty. These provisions gave an 
advantage to manufactured goods from Great Britain. It must be 
said in fairness to the Company that attempts were also made 
tb place British and Indian goods on the same footing. But it did 
not benefit Indian goods as the trade in, and the manufacture 
of, these goods were hampered by heavy inland duties and lack 
^ of ^ transport facilities. Further, as was proved to the Select 
Comffifttee of the House of Commons in 1832, the coasting trade* 
of India was greatly discouraged. Raw silk exported from Bengal 
tb Madras in a foreign bottom had to pay a duty of 31 per cent., 
but if exported to America in the same vessel it gob a liberal 
refund. 

In 1836, when the inland duties were abolished, the customs 
tarip in Bengal was thoroughly revised. Fresh duties were 
imposed on several kinds of British goods; metals and marine stores 
had to pay 3 per cent, and woollens 2 per cent. The duty on 
British cotton and silk piecegoo'ds, cotton twist and yam was raised 
from 2.] Ho 3.] per cent. All other articles had to pay 8| per cent. 
Products of foreign countries had •to pay double tlie above 
rates. The export tariff* was also revised and greatly simpli- 
fied, the number of enumerated articles having been reduced 
from 234 to 15^ of which six were exempted from duty. In 
1843, the import duties raised at the northern and western land 
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frontiers of upper India were abolished, except those on salt and 
cotton. 

In Bombay, customs duties were very low until 1813 when 
the duty on imports in foreign vessels was raised from 33r to 
4| per cent., and a higher duty was levied on foreign goods. 
The duty on exports was fixed at 3^ per cent. In 1815^ a pre- 
ference was given to British goods, somewhat on the lines of 
the preference given in Bengal. In 1827 the^ customs tariff was 
revised by a committee. 

The customs regulations of Madras were embodied in a code 
in 1803 which was based on earlier rules and regulations dating 
from 1784. A general duty of C per cent, was fixed upon imports 
in British, Asiatic or Aineiiean vessels and 8 per cent, if imported 
in ships belonging to other foreign nations. Several articles were 
allowed duty-free, and grain had to pay 3 per cent, if imported 
from outside the Bengal Presidency.^ On exports the duty was 6 
per cent, if sent in British, Asiatic or American vessels and 8 
per cent, if in other foreign vessels.^ In 1808 a duty of 5 per cent, 
was imposed on all grain imported into Madras by sea. In 1812, 
the general import duty on goods imported in British, American 
or Asiatic vessels was raised to 8 per cent. An export duty was 
also levied on goods going out of the subordinate ports. But at 
Madras only articles imported in foreign vessels were Aarged. 
Further modifications were made from time to time, and larger 
preferences were given to goods coming in British bottoms. 

A Committee of the Government of India reported in 1836 
that the want of uniformity between the rates charged in the 
different parts of India was a great handicap to trade, and 
recommended the unification of the different customs tariffs. Tbg 
loss resulting from the abandonment of the inland customs had 
also to be made good. Accordingly in 1845, the tariffs of the 
three presidencies were made uniform, but duties were still charged 
on goods coming from ports in other parts of India. Impi5)r|5smf 
British goods were charged 5 per cent, if carried in British vessels 
and 10 per cent, if in foreign vessels. Double these rates were 
charged ,on foreign goods in British vessels and four times, if 
carried in 'foreign vessels. Wmes and liquors had to pay a higher 
duty. 

In the meantime, the policy of free trade w’^as being gradually 
adopted in England. In 1846, the duties on corn, which formed 
the first target for the free traders’ attack, were abolished. In 
the same year the Company wrote tp India urging the abolition of 
all export duties except on indigo, the abandonment of discrimi- 
natory duties as between goods imported in British ancT foreign 
vessels and the freeing of the port-to-port trp,de within the country 
from duties. In *^1848 all duties on goods commg from other ports 


^ Begnlatiou IX of 1803* 


^ Begiilation X of 1803. 
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in India were abolished, and India became more or less a free 
trade unit. The preference given to goods carried in British vessels 
was also, given up. In 1850, the coasting trade of India was 
thrown open to ships of all nations. But the export duties were 
not abolished. The total customs revenue of India m 185C-7 was 
Es. 2'2 crores, of which liearly Ee. 1 crore came from the duty 
on imported salt. 

•• §4. Salt Tax 

Being a tax handed down from time immemorial, the salt tax 
was levied by methods which varied from province to province, 
and from district to district. 

In Bengal, salt was a Government monopoly from the days of 
Warren Hastings, who put into operation a scheme under which 
the salt-producing tracts were divided into separate agencies, each 
under a civil officer or agent working under instructions from a 
Comptroller at Calcutta. The melangis or salt-makers received 
annual advances from the agent binding them to deliver all their 
salt to the Government at an agreed price. The agent stored the 
salt and sold to wholesalers at prices fixed by the Government. In 
this transaction, a profit of about Ee. 1-8 per maund accrued to 
the Government. Cornwallis, in 1792, established the system of 
salt sales by public auction in Calcutta, and this resulted in a large 
increase of revenue. He also made a set of regulations for the 
protection of the melangis, and this was embodied in a code, 
Eegulation XXIX of 1793. 

From the first, there was much opposition to this system 
of monopoly. Philip Francis attacked it and favoured free trade 
m salt. Parliamentary comrmttees disapproved of it several 
times. In 1832-3 Parliament conducted a searching inquiry into 
the salt duty in India. As a result, the monopoly was disap- 
• pimved, and other modes of collecting revenue from salt, namely^ 
an"* esdise duty on salt manufactured in Bengal and a duty 
on importation, were suggested. The excise was expensive to 
etllect, but an import duty was much cheaper and more con- 
venient. The salt duty brought in a revenue of about c#l,600,000 
annually, and to abolish the Government monopoly would have 
meant losing this large revenue. The Committee finally reported 
in 1836 that, although the salt monopoly was defective in many 
ways, the same amount of revenue could not be collected with 
equal security under any other system. They, however, recom- 
mended that the periodical audiions should be abolished and that 
the gola$ (stores) should be open for sale at all times, that the 
price to be charged should be the cost ^lus a fixed duty, that the 
importation of salt sh6ul(J be permitted, and that imported salt 
should be charged only the same duty as that charged on the 
Company*s salt. 

Most of the reforms suggested by the Committee had already 
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been given effect to by the Government of Bengal, A large import 
ti*adc ill salt had been growing since ]817. The auction sales 
were discontinued in 1836, and sales at fixed prices were made 
in unlimited quantities. The duty on foreign salt w’-as fixed at 
Bs. 325 per 100 maimds, in 1836. Salt was allowed to be bonded 
under certain rules. As imports increased, local manufacture 
diminished, and in 1848 the large salt agency of the Twenty-four 
Parganas was dosed. « 

Attempts were also made to substitute an excise duty for the 
existing system of Government manufacture. Several salt w'orks 
were opened by companies, assisted by the Government. The 
system of private manufacture subject to an excise gradually gi-ew, 
but salt nianufadure by the indigenous process was prohibited. 
Importation also diminished for some jears after 1850, and private 
manufacture was not ample. Owing to the shortage thus caused, 
the Salt Board reopened the salt agency of the Twenty-four 
Parganas in 1855 and, vhile in tlie eastern portion salt was 
manufactured by the Government, in the western portion there 
was private manufacture. 

But the gospel of laissez-faire was growing popular. Tli^ India 
Act of 1853 originally contained a clause declaring the continuance 
of salt monopoly to be unlawful, and the Court of Directors, read- 
ing the signs of the times, instituted an inquiry into the whole 
question. G. Plcwden, who came out as Salt Commissioner in 
1858, made an elaborate inquiry and reported in 1856 disapproving 
of the Government monopoly and commending the sj^stem of 
excise. In the meantime, imports went on increasing and soon 
became the chief source of supply in Bengal and x\ssam. In 1854-5, 
the net revenue amounted to £1t418,800. r 

In the Madras Presidency, the right of manufacturing and 
selling salt was at first farmed out. The question of monopoly 
was first mooted in 1799,^ but for some time a monopoly was - 
‘considered impracticable by a majority of the Board of EBvenue, 
and the collectors generally preferred an excise. However, the 
Government soon decided upon a monopoly on the Bengal model. 

In 1805 .a Eegulation^ was passed establishing a monopoly in 
all parts of the presidency, except Malabar and Kanara, to which 
it was afterwards extended in 1807. The manufacture of salt was 
conducted exclusively on account of the Government, and the sale 
price was fixed at Es, 70 per garce, including duty and all costs 
of manufacture. In 1809, the price was raised to Es. 105 but, 
as that was not found profitable,* it was reduced to Es. 50, In 
1844 inland duties in the presidency were abolished and,#. in order 
to make good the loss, the* price of salt was raised to Ee. 1-8 per 
maund or Es. J80 per garce. Between 1850 and 1859, it was 
Ee. 1 per maund. Plowden criticized the salt monopoly of 

^ Leiier of the Board of Beveme dated 2 Sept«mb©r 1799. 

® Begulation I of 180S dated 13 September. 
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Madras and recommended that an excise duty should be substi- 
tuted; but nothing was done immediately to implement this 
suggestion*. 

In the Bombay Presidency salt was obtained by evaporation^ 
chiefly of sea-water. Sorne of the salt works belonged to the 
Government, and others were privately owned subject to a land 
rent. In 1823 it was proposed to establish a salt monopoly, but 
this was negatived by the Home Government. In 1836 the transit 
duties w'ere abolished, and an excise duty of 8 annas per maund 
on salt was imposed together with an import duty of the same 
amount. This resulted in a loss to the Government, and therefore 
in 1844 both the excise and the import duty were raised to Ee. 1 
per maund. But it w-as subsequently reduced to 12 annas. The 
collection of ihe excise duty was made by the (collector of Cusioms 
in Gujarat and Konkan. In 3855 it came under a Commissioner 
who also looked after the customs revenue. The total net revenue 
from salt in the Presidency in 1852-3 amounted to about Es. 231 
lakhs. Plowden agreed with the Government that an excise 
system was better than a monopoly. He approved of ihe system 
in Bombay, but suggested that the Government should give up 
the manufacture of salt. 

In tli^, North-Western Provinces salt came from the salt lakes 
in Eajputana, especially the Sambhar Lake. A customs line was 
maintained across the country in order to levy a duty on the 
salt passing into British India. ^ In the Punjab salt came from 
the salt ranges, and here too a customs line was maintained in 
order to keep out the red salt from Peshawar. In British Burma 
there was both an excise duty on local salt and an import duty 
oif foreign salt.^ ^ 

The salt rereniie of British India in 1857-8 v/as £3,240,978, 
or about 10 per cent* of the total revenue. Of this about 
*£1,000,000 was collected in Bengal and half that amount in* 
Madras. The incidence of the tax varied from province to pro- 
vince. In 1858 the rates were as follows : Bengal, Es. 2-8 per 
maund; the North-Western Provinces, Oudh and the ^Punjab, 
Rs.2; Madras, 14 annas; and Bombay, 12 annas. 

Repeated controversies raged bofch in India and in England 
regarding the justice of the salt monopoly. Critics pointed out that 
it wfts anti-social to raise revenue on such a common article of 
consumption, and that it pressed heavily on the poor. The argu- 
ments on the other side were that the people of India had always 
been accustomed to such a tax and that it gave the Government a 
sure revenue with the least trouble expense. In 1853 a 
resolution was passed in the House of Commons urging the aboli- 
tion of the duty, but the Government did not accept it in spite of 


^ Se6*clj. xii. 

® Moral and Material Progrese (1871-2), p. 89. 



44 


FEDERAL FINANCE IN INDIA 


John Briglit's strictures against the tax as ‘ economically wrong 
and hideously cruel h 

§5. Opium 

Next to land revenue, opium was tlie most productive source 
of revenue in 1858, and its problems were less intricate than those 
of land revenue. 

The opium revenue was raised by Government monopoly in 
Bengal and by an export duty in Bombay, and both methods were 
nearly of equal importance. The cultivation of the poppy was 
carried on in certain districts of Bengal under a system of advances. 
The crude opium was prepared for the market in Government 
factories and was sold by auction at Calcutta. The difference 
between the cost price of the opium and the auction price consti- 
iuied the revenue. The opium exported from Bombay, called 
‘ hlalwa opium (‘ame from the protected states of central India. 
The British Government had no control over the quantity pro- 
duced, but regulated its export by levying a heavy export duty. 
Most of the exports went to China. 

As early as 1838 the opium revenue came to Es, 2^ crores. 
In spite of the disturbance caused by the Chinese Wars in 1839 
and 1847, the revenue went on increasing and amounted^ to Es. 5 
crores in 1855-6. After 1852, various changes were made in the 
opium policy, and the revenue fluctuated widely. According to 
Sir John Strachey, the absence of a settled policy was the cause 
of the fluctuations. The cultivation and sale of opium were made 
a Government monopoly soon after the British came into 
possession of Bengal. At first it was manag'ed on the contract 
system, but in 1799 it w^as found more profitable to manage the 
trade directly through the agency of the Government’s own officers. 
There were two such agencies in Bengal under European agents 
^assisted by a large staff, and their work was supervised by^the ^ 
Board of Eevenue. These agents entered into contracts SnlJiiially 
with the cultivators, who were bound to deliver all their poppy 
juice a| fixed prices. There was no compulsion to cultivate, but 
having stipulated with the agent, the ryot was bound to cultivate 
the full acreage stipulated for, and default meant heavy penalties. 
Opium was cultivated also in the Malwa states in central India, 
and in order to place this supply on an equal footing in reject 
of price a heavy duty was placed on Malwa opium at Bombay, 
its sole port. Up to 1842, the duty was only Es. 125 per chest, 
but later it was raised to Bs. 400* in order to equalize the burden 
on the two categories of opium. 

There was considerable* opposition to the Government monopoly 
of opium. In *1832-3 a Parliamentary Select Committee went 
into the matter, and pointed out its many* blemishes, but could 
not discover any method by which revenue Jrom opium could 
be raised more easily and efficiently. Eurther, as the duty was 
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eventually shifted on to the Chinese consumer, tlie question did not 
become very prominent in India. In England, however, it con- 
tinued to “rouse the ire of humanitarians. John Bright said in 
Parliament that ' a more dreadful traffic or one more hideous in 
its results never existed except perhaps the transportation of 
Africans from their own country to the continent of America h 

* §6. Abkari 

Abkati was the excise duty imposed on the manufacture and 
sale of alcoholic liquors and intoxicating drugs in India. It 
existed in the days of the Hindu and Mohammedan rulers, and 
was farmed out to the highest bidder. The Company continued 
the same system, and the chief articles taxed were arrack and 
toddy. The Collectors administered this tax and issued licences 
to open shops. In Bengal, till 1829, the Collectors received a 
commission on the amount collected under abkari. When this 
was stopped, the collections fell off. 

In the Madras Presidency, the exclusive privilege of manu- 
facturing and selling alcoholic liquors has always been fanned 
out. The Collector of each district, in consultation with the Board 
of Eevenue, decided the places where the distillation and sale 
should tafee place and the retail prices of the liquors. In 1857 
the total excise revenue of British India was about Es. 84 lakhs, 
of which Madras contributed about Es. 30 lakhs. 

§7. Stamps 

The stamp duty was originally imposed to make up for the 
abolition of the old police tax.^ At first stamped paper was needed 
mainly for legal proceedings, but later it became necessary for 
commercial transactions like bills of exchange, bonds, hand-notes 
•and .receipts. Deeds of land transfer had to be written on stamped 
paper.* Tlhus, with the expansion of trade and business, the stamp 
duty became more and more productive and bade fair to become 
one of the most reliable of the secondary revenue heads. In 1857-8 
it contributed Es. 45*6 lakhs to the Treasury. 

§8. Miscellaneous 

(ft the minor imposts that existed in the early days of British 
rule, one was a tax on pilgrims; but later on owing to opposition 
it was abolished. There was a leapitation tax in Burma which in 
spite of opposition was continued down to quite recent times. 

Numerous other small imposts wera-levied in those days, and 
many of them were as unprbductive as they were vqxatious. Some 
went to the benefit the village officers. When subsequently 

^ la Madras, howew, the object; was * io discourage ibe preferriog of liti- 
gious complainte 
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these officers came to be paid by the Government, the taxes were 
not all abolished. In the Madras Presidency many of them were 
grouped together under the head ‘ Small Farms and Licences h 
Certain privileges like the measuring of grain and other articles, 
grazing cattle and so forth, were leased out to individuals for an 
annual payment. 

Similar taxe>s existed in other provinces also. The wheel-tax, 
i.e. a levy on carts was almost universal; ajid so were rahadari 
imposts, boat-tax, pulbandi {collection for the construction and 
repair of bridges), pnsJitabandi (for the construction and repair of 
embankments), choivMdari (fund for the payment of village 
watchman b and many others. 

Owing to the lack of adequate information, it is not possible 
to form any accurate estimate of the proceeds of these various taxes 
before 1858. 



CHAPTEE IV 


THE GEOWTH OP EXPENDITURE 
• §1. Introductory 

The East India Company was essentially a commercial concern. 
Its sole business till 1765 was trade. In that year an esteiisive 
territory came under its control, and it was soon forced to take 
up the duty of governing; but trade still continued to be its major 
concern, and no attempt was made till 1813 to separate the 
political from the commercial accounts. The imports were not 
siilhcient to pay for the exports, and the territorial revenues of 
Bengal had to be used for the Company’s ‘ investments ’ in 
India and for carrying on warfare with hostile Indian powers. 
Until 1833 the Governor-General had a dual function to dis- 
charge. * He had to manage a large trading concern on behalf of 
the Court mf Directoi’s. He had also to carry on wars and 
diplomatic negotiations on behalf of the Government of Great 
Britain. ^ The Directors were principally interested in their profits 
from trade, and I'epeatedly insisted that part of the territorial 
revenues should be used for financing the exports from India. 
Certain amounts had also to be paid into the British exchequer, 
and several wars, in which neither India nor the Company 
was interested, had to be financed from Indian revenues. As a 
1 ‘gsult, the administration of India became a very difficult matter 
and several of the Governors-General had a rather unpleasant 
time. 

In 1833 the prime concern of Government in India became I 
polftiwa^, and the Company’s commercial preoccupafcions ceased. * 
Thus finance was liberated from commerce, and a certain amount 
of» order and system was introduced into the financial administra- 
tion. There was a Finance Department in Bengal freffi 1810, 
but it was subsidiary to the ' Territorial ’ or ‘ Public ’ Depart- 
ment. There was no separate Financial Secretariat till 1843. 1 
Each of the three presidencies had its own Accountant-General, ’ 
and * in 1834 the Accountant-General of Bengal became the 
Accountant-General of the Government of India. From 1846 this 
new post was held by the FijpiMcial Secretary, and for the pro- 
vince of Bengal a separate Accountant was appointed. From that 
time the heads of the accounts sectiofi in Bombay and Madras 
came to be called Accdunfants. Till 1858 there #was no unified 
Finance Department.* Lord Ellenborough^ tried to introduce a 


^ Groveraor-G-eneral, 1842-4. 
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regular budget system, but tlie Court of Directors did not want 
any drastic change. 

The Company’s accounts could not have been bad in early days, 
but subsequently, with the decline of the commercial side, the 
system of accounts seems to have deteriorated. The Company 
used a system of double entry, but it* was spoiled in later days 
by ' a variety of obsolete entries and irrecoverable balances, and 
above all by a vast number of complicated and unnecessary inter- 
presidential and inter-departmental payments and advances’.^ 
There was no proper budgeting; and the audit was inefficient. 
According io Sir Charles Trevelyan, tvIio was intimately acquaint- 
ed with the Company’s administration, ‘ The accounts were many 
years in arrear; they were never closed and certainly never audited 
and never looked up. It was mere red-tape and circumlocution 
and rubbish.’^ The result was that the normal state of the Indian 
finances was one of deficit.''^ 

We shall now proceed to trace the causes of the increase of 
expenditiii’e during the period. 

§2. Defence 

The expenditure of the East India Company increased from 
£1,787,653 in 1765-6 (the year m which the Diwani was^granted) 
to £39,570,998 in 1857-8, the year in which the Mutiny broke 
out. The revenue also increased correspondingly froili £2,000,674 
to £31,706,776, Between these periods large extensions had 
taken place in the territorial jurisdiction of the Company, and the 
increase was largely due to them. But from 1833 territorial 
acquisitions had been comparatively unimportant, and even after 
that date revenue increased from £18 millions in 1832 to £31 
millions in 1857-8. This increase was due partly to the expansion 
of existing revenues and partly to the imposition of new taxes. 

The principal single head of expenditure in the period before 
1858, as now, was defence. In 1856-7 the army and marine 
charges were responsible for about £15 millions out of a total 
expenditure of £31-9 millions — ^nearly 50 per cent. In 1857-8 
it rose to £21 millions, and in 1858-9 to £25*5 millions. Thus 
half the revenue of India was, even in normal years, spent for 
defence purposes. 

From the beginning till as late as 1894, separate armies were 
maintained by each of the three presidency Governments. The 
Madras army originated first, and grew on account of the wars 
with the French in the eighteenth century. It was j3omposed 
mostly of Indian sepoys;, the European soldiers were few and 
were mostly drawn from the ships. When Bengal later became 
the scene of figffiting, a new army was farmed there, and the 

^ Sir diaries Trevelyan’s budget statement, 1864..^ 

® Select Committee Report (1873), p. 33. ^ Infra. 
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iissiiiiipiioii of tlic Diwani bj the Coinpaii} made a staDdiiig army 
absolutel} iieueysary. The Bombay army was at first small, but 
iatei% wlien wars broke out with the Marathas, the western prcbu 
derioy too \uis called upon to incTease its military e(jiiipuieiit. 
Idle Court of Directors, from the first, kept a firm control over 
these armies. 

In 1898 the stiength of the three armies stood thus d 


* 

Europeans 

Indians 

Total 

Bengal 

.. 7,000 

57,000 

64,000 

Madras 

.. 11,000 

53,000 

64,000 

Boriibaj 

.. 6,500 

20,000 

26,500 

Total . 

.. ‘24,500 

130,000 

154,500 


Of these, four regiments of cavalry and five battalions of 
infantry belonged to the Bjitish Clovernmeiit, whilst the remain- 
der, viz. three regiments of European infantry, six battalions of 
artillery, 16 regiments of Indian cavalry and 118 battalions of 
Indian infantry, belonged to the Company. 

Biib?ie(]uently the numbers increased owing to the more 
extended warfare in central and northern India. In 1856, on 
the eve# of the Mutiny, the establishment of regular forces was 
as follows 


Bengal Madras Bombay Total 


Eegiments : British cavalry 
Battalions : British infantry 
Company's European infantry 
battalions : Artillery (Enropeap 
Native) 

Battalions : Native infantry 
, Begimeiits : Native cavalry 


... 2 

1 

1 

4 

... 15 

3 

4 

22 

... 3 
and 

3 

3 

9 

... 12 

7 

5 

24 

... 74 

52 

29 

155 

... 10 

8 

3 

21 


• • * 

111 addition to these, there were 18 regiments of what were 

called irregular cavalry in Bengal and a few in Bombay; and there 
were local troops in x^ssam, Arakan and other places. Aliog ether 
the Company had in its pay 347,851 men, of whom 45*, 522 were 
Europeans, 262,852 Indian and 38,977 Indian military police.'^ 
When the army increased in numbers, expenditure also . 
incfeased. In 1765-6 the total military expenditure of all the 
presidencies was only 561,447,576. By 1793 the expenditure 
became £3 millions. By 1834-5 it had risen to £7 millions and 
by 1846-7 to nearly i:12 millions. After that it remained fairly 
stationary till the Mutiny. ^ 

No doubt the increase* in expenditure was mainly due to the 
increase in the territory under the Company, bift various special 


^ G. Ckesney, Indian Polity ( 1868 ), p. 288 . ^ ibid., p. 284. 

® Report of the Royal Commtssmi on Indian Expenditure (1900), voi. IV, pp. 7841 

4 
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causes contributed to it. One of these was the enhanced pro- 
portion of European troops to Indian. At first the * Indian army 
was mostly composed of sepoys, but gradually the strength of 
the European troops increased. In 1798 the proportion betw^'cen 
the European and the liidian elements was 1 : 8*71; but by J 832-8 
it had changed to 1 : 1*94.^ Subsequently the Indian soldiers 
increased in number, and in the year following the Mutiny 
(1858-9), the Indian army was composed ot 106,290 Europeans 
and 196,248 Indians. There was great difference of opinion among 
British administrators in India concerning the importance of the 
j^uropean element in the army, bat it was gradually accepted as 
a settled fact.^ 

As the size of the European wing of the army increased, its 
pay and conditions of service were steadily improved in order that 
the right sort of men might be persuaded to join. Thus there 
arose considerable disparities between the pay and prospects of 
European and Indian troops. In 1830 the European cavalry in 
Bengal cost £100 per head, while the Indian cavalry cost only 
£64; in the ease of the artillery, the cost was £61 and £28 res- 
pectively; and a similar difference existed in the matter^ of the 
infantry also. When Sir Charles Napier was Commander-in- 
Chief, he considered the barrack accommodation very defective, 
and at his instance, broad and lofty buildings were constructed 
all over the Punjab. The barracks in Calcutta and Allahabad were 
also substantially improved. The Indian soldiers, however, had 
no barracks; they hutted themselves.'® 

The military charges of the year 1856-7 were distributed as 
follows 


Army in India 
Home charges 
Military woiBs (average) 
Estimated contribution to 
pensions fund (about) 
Political charges (about) 


£ 

... 11,500,000 

... 1,990,000 

560.000 r „ ’ 

military 

100.000 
100,000 


Total ... 14,250,000 


The charges in England were incurred on account"'' of 
(1) furlough and pension allowances, (2) payments to Her 
Majesty’s Government on account *of the Queen’s troops serving 
in India, (3) retiring pay, pensions, etc. of Her Majesty’s 
troops, (4) passage of troops, (5) passage outfit of officers on the 


a 

s 

4 


See P. N. Baaerjea, Indian Finance in the Days 0 / the Company, pp. 352-00. 
ibid., pp. 852-3. * ^ ^ hh 

See Select Committee Deport (1873), pp. 1-2. 

Report of the Royal Commission on Indian Expenditure, vol. IV, p. 78. 
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staff, (6) charges of the rec-ruitiiig depot at Warley, (7) the 
expenses of the I\filiiary (^ollego at Addiscoinbe iiiid (H) pensions 
iindtjr the i*egiilatioius of Jjord Clive’s Fund. 

The East India Coinpany tuaiiitained its own navy. Jt was 
created under the charters of Charles II and James 11 and was 
at first meant foi* defending ii>s own ijojasessioiis against interlopers. 
This was necessary, because in those daj's the Eoyal Nav\ was 
unable to niointain *a considerable force in eastern waters. The 
Company’s force developed into the Bombay Fleet, and tor long 
its expenses were met from the revenues of the Bombay Presi- 
dency. Rubscquently a royal force was established in Bengal, and 
the ivs) forces were later amalgamated to form the Indian Navy, 
The function of the Navy ciianged ft’om time to time. Originally 
intended to wiml off interloper, it was latei’ used to suppress 
pii’acy in the Arabian Sea and in the Indian Ocean. Subscfiuently 
it co-operated witii the Rojaxl Navy in all the eastern expeditions 
of Britain. In 3<S57 the Indian Navy consisted of 24 steam 
vessels, 18 sailing ships, 19 river steamers and three surveying 
vessels. The total marine charges in the same year came to 
370^)30, of which T553,2G7 was spent in Bombay.^ Part of 
this expenc!4tiire was due to the Mutiny; the average expenses of 
the Nav;j^ before the Mutiny may be put at £790,000.^ 

The Company’s military and naval establishments served not 
only the needs of India, but also the general interests of the 
British Einpire in the East. Thus the two wars with China 
(1839 and 1856) and the expeditions to Persia, Borneo and Ne^v 
Zealand were undertaken with the help of one or both of them, 
and the expenses were largely borne from Indian revenues. 

§3. Civil 

. The civil expenditure of India increased almost as rapidly as the 
military; it rose from £400,000 in 1765 to £23,000,000 in 1857." 
This increase was due mainly to the growth of territorial charges 
apd to the increase of adminisii'ative machinery as has been 
explained in the first chapter; but various other factors also 
contributed to it. 

An important cause of the growth of civil charges was the 
employment of numerous higlily-paid officei’s. At first the higher 
offic'fers \Tere few and their salaries small. In 1744 a writer 
received only £5 per annum, factors £15, junior merchants 

m 

* Royal Gomniih’sion orh Indian Expenditure, pp. 1J4-5. 

® ibid., •p. 78. Several writers of the time recognized the vatitefiilness of the 
Government in this Hne. I. T. Pritchard, Indidtn Adnnmstratmi (1869), voL If, 
pp. 190-2, described the Navy# as ^ an establishment than which probably isone more 
utterly useless was to be found wathin the limits of the British Binpiro and its 
dependencies ‘ Costly nhlitary and naval estabiishmentH were devouring the 
resources of the Empire. The’ superfluous part of the one was an actual soiir«.*e 
of danger to the stator the advantage derived from the other was wholly out of 
proportion to its cost.’ 
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^30 and senior merchants £4:0.^ But in those days the Com-> 
pany’s servants were allowed to engage in iinvate trade and to 
receive presents, and many of them retired with large ^fortunes. 
These practices were subsectiiently discouraged and they were 
expressly prohibited by the Regulating Act of 1773; to make up for 
the loss of income, the ollicers of the Company were allowed a 
commission out of the revenue collected. 

The Regulating xiet raised the salaries of*' the superior officers 
of the Indian Government. The Governor-Generars salary was 
to be ii25,000 per annum, and each member of the Council was 
to receive AT0,000. Later, the salary of the Governor of Madras 
was fixed at A10,000. The saiaiies of Collectors and judges and 
other civil servants still remained low, and according to all 
accounts there was in those days a great deal of corruption among 
the officers of the Government, both high and low, Indian and 
European. 

Cornwallis was appalled by the corruption that was rife 
among his officers; he found that almost every Collector had been 
‘ deeply engaged in commerce ’ in the name of some relative or 
friend, and that this often made the Collectors ‘ tire most 
dangerous enemies of the Company’s interests and the greatest 
oppressors of the manufacturers’.^ He felt that highei^ salaries 
were necessary to induce able men to serve in a country where 
health was precarious and the temptations for corruptiqn abundant. 
On his recommendation, therefore, the salaries of the civil servants 
were raised, and it was laid down by an Act of Parliament in 1793 
that an officer would be eligible for a salary of £500 per annum, 
after three years’ residence, £1,500 after six years, £3,000 after 
nine years, and £4,000 after twolve years. In addition to thi&, 
every Collector received a commission of one per cent, of the 
revenue collected in the district.^ 

Nor was this the only way in which Cornwallis increased 
expenditure. He not only raised salaries but increased tli^ num- 
ber of offices by separating tlie judiciary from the executive and by 
replacing low-paid Indian officers by highly-paid European officei^. 
For performing higher judicial work in the districts, Cornwallis 
appointed a separate officer as judge. Thus there came to be two 
highly-paid officers in every district in place of the one low-paid 
officer of the past. Till that time, criminal justice was adminis- 
tered by Indian judges in the Indian way; the system was in&eed 
tardy and sometimes unjust, but it was not expensive, whether 
to the Government or to the clients. Coimwallis dismissed all 

m 

^ ]j. S. S. O’Malley, Th& Indian Ciml Service (1931), p. 9. 

® C. Bobs, Correspondence of Marquis Cornwedlts ,(1859), voi. 1, p. 238. 

® A Collector iif a fairly large district got from Bs. 1,200 to Bs. 1,500 as 
salary and about Bs. 2,000 as commission. The ^ bi^iest commission that any 
Collector could get was fixed at Bs. 27,500, per annum. Liberty of private trade 
was allowed only to Commercial Besidents and Agents. See O'Malley, op, cit., 



THE GROWTH OF EXPHINOITURIO 


53 


the Indian judges and transferred criminal jurisdiction to the newly- 
appointed civilian judges.^ The zilla judges (as they then came 
to be caljed) thus became the senior officers in the districts, and 
a new system of judicial procedure was adopted. In order to 
induce them io be upright, a high salary ranging from Es. 2,300 
to Rs. 8,000 per menseni was given to the judges. Thus the 
administration of justice became expensive, and the cost of litigation 
increased enormously.^ 

The policy of displacing Indians vras persisted in by the 
successors of Lord Cornwallis, especially Lord Wellesley. J3ut 
Lord William Bentinck initiated a more liberal policy towards 
Indians, actuated as much by motives of economy as of equity, 
and thus effected a retrenchment which was sorely needed. The 
(Iiarter Act of 1833 laid down that no native of India should, 
by reascjii of his religion, place of birth, descent or colour, be 
disabled ironi holding any place, office, or employment under the 
C’ompauy. But this liad no immediate effect in regaa'd to the 
higher offices. More miin&iffs and sadr-amins were appointed, 
and the new post of deputy collector was created in 1837. As 
the salaries attached to these offices w^ere comparatively low, there 
was some lightening of the financial burden. 

The exclusion of Indians from the higher grades of the service 
was ha?dly justified ; for there was every indication that the 
few Indians employed as judges discharged their duties satisfac- 
torily. Sir*Bdward Ryan, Sir Erskine Perry, Sir Charles Treve- 
lyan and others, who held responsible positions in India, have 
given glowing reports of the integrity and capacity of the Indian 
judicial officers. Their claims for higher posts w^ere repeatedly 
pressed before Parliamentary committees, but nothing came out 
of it at the time.^ 

Not only did the Company’s Government pay rather high 
salaries while their officers served in India, but also paid them 
nuinjfkent gratuities and pensions on retirement. Thus each of the 
Governors-General received an annuity of about ;£5,000, and 
barren Hastings was given in addition his litigation expenses, 
which came to more than ^71,000.^ ^ 

^ Sir Charles Trevelyan says that Lord Cornwallis ‘ proceeded on a prineiple 
of mistrust and reduced the employment of natives to the lowest footing ’ — Select 
Coi%mi{fee Report (1878), p. 61 Sir John Kaye suggests that it was rather 
* mistrust of the Europeans which deterred Cornwallis and his advisers ^from 
mixing up the two agencies in the general administration of the country ’ — 'Eistorij 
of the A dmmisi ration of the East India Company (18S3), p. 420. 

® There still remained low^-paid munsitTs and amins, but the highest salary 
received % an Indian officer in 1827 wasi Es. 250 per mensem. 

® For the views of Sir Bdw^ard Byan and Sir Erskine Berry, see Report 
on East India Affairs (House of Lords), 18^. For the views of Sir Charles 
Trevelyan, see the Select * Committee Report (1878), p. |7. Speaking of the 
Indian officers at Madras, he said : ’ They show a solidity of character and 
a thoughtfulness which I have never seen exceeded in any people, European or 
Indian.’ 

^ P. K, Banerjea,%p, cit., pp. 882-8. 
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§4, The Growth of the Puhlie Debt 

Another important cause of the rise of public expenditure iti 
India was the growhli of the interest char^Fs on the public debt. 
In modern times, a good portion of the public debt of India has 
been raised for productive purposes and ''the interest on it is paid 
from the income accruing from the undertakings. But the public 
debt of India before 1858 was raised mostly fgv unproductive pur- 
poses like war. Thus, as we shall see, every increase in the public 
debt was synchronous with some important war waged by the 
British Government in India, The genesis of the public debt is 
connected with the French wars in the south, but even after the 
many wars waged by Warren PTastings, the debt was only £2 
millions in 1779-80. Soon aftenvards, w^ars broke out with Mysore, 
and the debt increased to nearly £8 millions by 1793. By 1799, 
after the third Mysoic War, it had mounted up to £12*8 millions. 
Then came the wars of Welleslej with the Marathas and others, 
and by 1809 the debt amounted to £30*8 millions. For the next 
five years it remained stationary, as there w^as no warfare during 
that period, but with the outbreak of wnar with Nepal ajid the 
Marathas, a large increase took place, and it stood at a Jittle below 
£40 millions in 1819-20. Then followed a few prosperous years 
with the result that by 1823-4 the public debt was reduced by 
£5*2 millions. With the outbreak of the Burmese War, borrowing 
increased, and by 1828-9 the debt rose to £47*2 millions, of which 
£7*8 millions was floating debt. Subsequently there was some 
improvement in revenues, and according to the terms arrived at 
when the Company retired from trade, a sum of £9*9 millions was 
paid Old of the commercial assets^of the Company to reduce the 
public debt. In this way, the debt came down to £34 millions. 
Soon there arose the wars with Afghanistan and the Sikhs, and the 
debt increased by leaps and bounds; by 1842-3 it rose to £40*4 . 

fnillions and by 1848-9 it became £51 millions. On the *of 
the Mutiny the total debt of India amounted to £59,441,052. 
Thus the debt increased thirty-fold in tlu*ee-qiiarters of % 
c*entury.* 

The great bulk of the public debt at the time was raised in 
India, and only a small portion in England. Out of the total 
debt of £59*4 millions in 1856-7, only £3*9 millions had been 
raised in England, the rest having been raised in India. *'At 
first the creditors even in India were almost entirely Britons, but 
by 1857 a third of the Indian public debt was held by natives 
of the country. The interest on the debt raised in Engl^itid was 
high during the Napoleonic tWars; it was 5 to 6 per cent, in 1804 
and 1806, but subsequently it fell to 2.} cent., where it remained 
till the Mutiny. In India the interest rates ranged at first from 
6 to 12 per cent.; the usual rate was 8 percent., but later it came 
down to 4 and 5 per cent. 
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111 this connexion some explanation is necessary as to ilie 
nature of the Company’s debt. Loans were raised partly for 
commercial purposes and partly for wars. These two categories 
of debt were not kept separate. The Company regarded its 
Indian possessions as an estate yielding an income. Year after 
year the territorial rerenifes were used for the purchase of goods 
in India for export to England — transactions which were called 
‘ Tiivestiiients ’ in the Company’s terminology — and the profits 
thei’ofrom went to swell the dividend payable to its shareholders.^ 
Warren Hastings and Welleslej^ complained about this system and 
showed that the demands for investments exceeded the resources 
of tlie countiy. Owing to large deficits in certain 3'ears it was 
not possible to make provision for investments. When the 
Company’s trade monopoly in India was abolished by the Charter 
Act of 1813, the commercial and territorial accounts of the 
Company were separated, and they were shown in the accounts 
under twn separate heads. Even aftei' that, certain items of 
expenditure which were definitely commercial were charged to the 
territorial account. 

In 3834 the commercial activities of the Company ceased 
altogether, and all its assets and liabilities w/ere transferred to the 
Governinent of India acting on behalf of the Crown. The Com- 
pany w^as given credit for its paid-up capital of millions, and 
the Government were to pay a 10^- per cent, dividend for the 
amount annually, i.e. £630 ,000. This was to cease in 1874 when 
the Government of India were expected to redeem the stock by 
paying £12 millions. A redemption fund was also started. 

The arrangement w^as highly advantageous to the Company 
and to Great Britain; for a good portion of the debts and liabili- 
ties thus transferred could have been legitimately charged to the 
Company’s commercial assets or to the British exchequer.^ India 
• gained least from the transaction. After deducting £2 millions 
for* th^ redemption fund and paying liberal compensation to the^ 
commercial officers of the Company, there remained only just 
over £7 millions out of the assets of the Company, and this amount 
w^as employed for reducing the public debt. The total payment 
of dividends on the Company’s stock amounted to £25*2 millions 
by 1874, and this, along with the amount of £12 millions needed 
for redemption of the stock, entailed a total cost of £37*2 millions. 
This burden had to be borne by the Indian taxpayer, 

^ n. N. Baner|ea, op cit., pp. 24-5. The total amount of such investroeats 
during the*t5 years, 1766-80, was £12-3 millions. 

® See in this connexion a letter by Charles* G-rant dated 12 February 1833, 
which raised ihe question ‘ ^^heiher the whole of the Company's commercial pro- 
perty be not legally responsible for those debts ^ and enga gemots which have been 
contracted in the Company’s name for political and ierritorial purposes, and 
w^hether it will not continue so responsible even thougb the Company should be 
wholly deprived of tl»ir political powers and functions ^•^Oh&rter Papeu (1833), 
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Several of the wars and embroilments wliirh swelled the public 
debt of India wei'e undertaken, not in the interests of India, but 
either in the impeiial interests of Britain or in the commercial 
interests of the Companjn Tims the Afghan War and the two 
Burmese Wars entailed an expenditure of £29 millions, and the 
expeditions to China, Persia and Nepal cost about £6 millions. 
Ceylon, Singapore, Hongkong and Aden were ac(]iihed by the 
expenditime of Indian revenues. The Company’s commercial ex- 
peditions to different parts of Africa, China and the Straits 
Settlements were also undertaken with the territorial revenues of 
India, and the same resources were utilized for keeping* trading 
establishments in those parts. Such diversion of funds for military 
and commercial commitments with which India had no connexion 
was one of the potent causes of the frequent budget difficnlfcies, 
and consequently of the piling up of debts described above. 
Many of the items of expenditure just mentioned ought to have 
been charged to the revenues of Great Britain or to the commercial 
assets of the Company. 

It must be said in fairness to the Company that its Directors 
repeatedly protested against the diversion of Indian i’evemies for 
extra-Indian purposes unconnected with Indian interests. Thus 
in 1842, having* regard to the fact that the Afghan War was 
resolved upon by the British Cabinet, the Court of DireetdI's firmly 
resolved that * the whole expense of the (Afghan) war ought not 
to be thrown on the people of India, but that a part^of it should 
be borne by the exchequer of the United Kingdom h This reso- 
lution was communicated to the British Government by the 
Chairman of the Company, but it received little attention.^ John 
Bright, in the House of Commons^ and Sir George Wingate, in a 
pamphlet written in 1859, inveighed against the injustice involved 
in such transactions.^ 


§5, Home Charges ^ ^ - 

Another cause of increased expenditure was the large disburse- 
ments made in England from time to time on account of expenses 
incurred there. Eeference has already been made to the annual 
* investments ’ of funds for financing the export trade of the 
Company, but this came to an end in 1814, The charges which 
we shall now consider were incurred on account of what are called 
the 'Home Charges’. 

In the early days, such charges were meagre, but, as the 
administrative machinery in India expanded and as more and 
more English soldiers were recruited for the Indian army, the 
expenditure in England ’ increased rapidly. From 1814-5 to 

^ Sixth B0port of the Select Committee of the Eome^of Commons (1853), app., 

p. 193.^ - 

“ Briglars speech on 1 August 185$; Major Wingate, Our Financial Relaiiom 
miih India (1859), pp. 17-20. " 
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1828-9 the annual average of the Home Charges amounted only 
to about -Cl“7 millions. Wlien the charter was renewed in 1833, 
an effort was made to reduce these charges, but instead of falling 
they increased to £2 millions. By 1847-8 they had liseii to 
.C3 millions, and after a slight reduction for a time the amount 
rose to £3*7 millions in 1856-7. In 1857-8, the year of the Mutiny, 
the amount doubled itself. 

The principal item of the Horae Charges was called ‘ Charges- 
General ’ and comprised the expenses of the Board of Control; the 
salaries of the Court of Directors and the cost of establishments 
at the East India House; the maintenance of Haileybiiry College 
and the miliiaiy school at Addiscombe; charges for the recruii- 
ment, pajssage and outfit of British soldiers and British civil, 
miliiary and ecclesiastical officers; pensions; and gratuities, law 
charges and postal iia^ments to the British Government. 

No doubt a pait of the Home Cliarges was pajmient for services 
rendered, and such items as interest on debt and purchase of stores 
were reasonable. But the whole of the expenditure on several 
military items need not have been charged to the revenues of 
India. „Heiice the criticism of Wingate and others that the Home 
Charges were a tribute from India to England. It is not necessary 
to discuss the point in this connexion, but one observation may, 
however, be made. Every item of the Home Charges may be 
justified as legitimate remuneration, and the whole charge may 
be justified as the price of peace and order in the country; but it 
will have to be conceded that such annual remittances had also un- 
desirable consequences. The burden was inevitable, and the peace 
and security that British rule brought to the country largely made 
up for it. 


§6. The State of Chronic Defieii 

Tli% result of enhanced expenditure was the frequent occurreuce* 
of deficits. What with the wars waged against f)owers within and 
without the country, and the increase of administrative expendi- 
ture and Home Charges, the revenues of India were put to a 
severe strain from time to time. Till about 1800, the annual 
revenues were found fairly sufficient to meet the expenditure, but 
about that time an ambitious military policy was launched by the 
Indian Government, and this i-esulted in frequent deficits in the 
budget. In nine out of the ten years between 1798-9 and 1807-8, 
the budget was not balanced, and between 1803-4 and 1806-7 (both 
years inclusive) the deficit amounted to £17 millions on an average. 
Sir George Barlow and Lord Mintonwere lovers of peace and 
economy, and as a res^ilt -of their measures of retrenchment, the 
next five years showed a surplus. The war with Nepal and those 
with the Pindaris and the Marathas brought about deficits again. 
But after 1819 arJother period of improvement dawned, thanks to 
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the good offices of Lord Amherst J But the Burmese War made 
matters worse, and there followed a long succession of deficits 
which totalled J15-2 millions in seven years. The strain was 
greatest in 1827-8. This deficiency was met chiefly by loans raised 
in India and by advances fiom the commercial to territorial 
accounts in England. A total of £22^8’ millions had to be raised 
in this way. 

It w^as at this juncture that Lord William Bentinck came out 
to rule India. He effected a drastic retrenchment of expenditure, 
overhauled the whole Governmental machinery and repressed the 
tendencies 1o extravagance in tlie subordinate Governments. In 
tliis work he received strong support from the Court of Directors. 
The increasing employnnent of Indians in the services was a part 
of this policy. 

The next important period of financial strain was between 
1838-9 and 1848-9, during which there was a deficit every year. 
This was due chiefly to the war with Afghanistan and the cam- 
paigns in Sind, Gwalior and the Punjab. The total deficit for 
the ten years from 1839-40 amounted to £50 millions. The Govern- 
ment had to borrow for meeting this deficiency. Tl^is was 
followed by a few moderately prosperous years. There were 
deficits again in 1853-4 and 1854-5. But they were chiefly due to 
expenditure on public works of a remunerative characfe. The 
deficits swelled again during the Mutiny.^ 

Thus the state of Indian finances was one of clifonic deficit. 
If we take into consideration the period of 44 years from 1813-4 
to 1856-7, there were surpluses in 13 years and deficits in 31. The 
surpluses amounted only to £8*8 millions, while the deficits came 
to £62*9 millions. Plence the regjiark of James Wilson that ‘ tl^ 
normal state of the Indian finances was one of deficiency of 
income and addition to debt As we shall see in the next 

chapter, the financial methods adopted in India were defective in 
"many respects, and this was also partly responsible foi; the 
perpetual strain on the Indian finances. 

* Acwding to Sir Charles Trevelyan : ‘ During the later years of Lord 

Amherst’s administration, there was a perfect plethora of money; they did not 
know what to do with it; and they actually sent a circular round to all the civil 
servants asking the amount of their debts, with a view to pay them of! and to 
relieve them from debt .’ — Select Committee Report (1873), p. 21. 

® See App. A. 

^ Financial Statement, 1860. See also I, T. Fritchard, Indian Administration 
(1869), vol. II, p. 190, ‘ India was in the condition of a country gentleman who 
had for years neglected to look after his affairs; or if he had looked after them, 
he had done so in such a slipshod and unpractical manner that he had failed to 
realise the extent to which he was involved. So long as he had a bala^nce at his 
banker’s available for current expenses, he cared not to inquire how his account 
was kept at credit. Wliether the money was realized by loans or mortgage of his 
property, he never paused to inquire.’ " * 
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§1. Financial Control of the Supreme Government 

As yhowti in Cliapter T, the iinaiiciai control of the Governor- 
General in Council over the whole of British Tncha became 
legally complete in 188B. The revenues of India were thenceforth 
clcnilt with ns a AAdiole. They were paid into the treasuries all 
over the country to ihe credit of the Governor-General in Council. 
Indeed the collection was made ns before by officers of the pro- 
viiudal Governments, hut those Governments did it only as agents 
of the supreme Government. Except foi' some small local cesses 
knied in certain provinces for roads, schools and other local needs, 
provinciafl Governments became entirely dependent on the sums 
annually allotted for their expenditure by the supreme Govern- 
ment. T|iey were expressly prevented by the Act from creating 
any new office and from increasing their establishmeiits without 
the sanction^ of the Governor-General in Council.'^ As J, B, 
Norton bluntly puts it : ' Even the increase of a rupee a 
month to two sweepers needed the sanction of the central 
Government.’^ 

For carrying on such a minute control over the whole of the 
Indian Empire, the supreme Giovernment had not the means; 
nor was such control possible in the circumstances of the country 
at the time. The Governor-General in Council was not eonsti- 
Guled as a proper central Government. The supremo Government 
originatisd from the Presidency of Bengal, and even after its 
designation was changed to ‘ the Governor-General of India in 
Council’, it continued to administer Bengal until a Lieutenant- 
Governor was appointed for the province in 1854. The Council 
of the Governor-General was drawn from the Bengal service, and 
this practice continued even after 1854. Thus it was that in those 
days the exercise of authority by the Governor-General appeared 
to the Governments of Madras and Bombay almost as if one presi- 
dency was trying to impose its will upon the others A Things 
might have been different if the Secretariat of the Governor- 
General in Council had been recruited, as now, from the different 
provinces. This appears to have been the intention of Parliament 
in 1833 but, as Trevelyufn points out, it was not possible to break 

^ Charter Act (1883), s. *59. • 

® Topics for Indian statesmen (1858), p. 181. 

® Proceedings of the Madras Legislatitie Council ^ 17 February 1871, 
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the established tradition since the existin^^ vested interests were 
too strong. ^ Therefore, there was no member on the Council 
possessing local knowledge of the other presidencies. TJiis defect 
was pointed out by many witnesses before the Joint Committee of 
the House of Lords in 1853, and the appointment of representatives 
from Madras and Bombay was the result. 

The circumstances of the country also made it difficult to con- 
trol the other provinces from Calcutta. India was then a con- 
geries of heterogeneous territories with only the common British 
allegiance to bind them together. The conditions of Madras and 
Bombay diflered materially from those of the Gangetic plain, and 
they had liitle in common with Central India and the Punjab. 
The economic conditions were different and so w^ere the revenue 
systems and social usages. Transpoil farilities we3*e very limited, 
and it took several weeks for a letter from Calcutta to reach Madras 
or Bombay. In such circumstances, effective supervision was out 
of the question. As Sir George Campbell ])uts it : 

Bombay and Madras are, as it were, the most distant horses 
of the coach which the Governor-General as coachman has under 
his command, heavily bitted, but which he has not a lon?g-6iiough 
whip properly to reach; so that while they are pr^ented from 
going forward, they have every opportunity of jibbing |iid going 
backward. ^ 

The result was ‘a petty, vexatious, meddling int&ference C of 
the type against which the Court of Directors warned the supreme 
Government. Several persons who held responsible posts in India 
gave evidence before the Parliamentary Committee of 1862 on this 
matter. According to their accojints, the system led neither Jo 
economy nor to efficiency. A Madras official said : ‘ If the object 
was economy, perhaps it may not be irrelevant to make the 
remark, that as far as ever I had the means of judging, there , 
* was better economy practised in Madras than in Bengal.**^ As 
for efficiency, the same official said : * I have a strong impression 
that the rule which has taken away from the Madras Government 
the power of spending money without the sanction of Bengal is 
operating injuriously to public service.’ For the slightest change 
in expenditure, detailed explanations had to be given and numerous 
objections bad to be answered and work was often held up for 
a long period of time, owing to delay in arriving at decisfons.^ 
The length of Indian dispatches became proverbial, John Bright 
told Parliament in 1858 that ascertain dispatch from India in 
1845 extended to 46,000 pages. 


Eepi>rt of the^Select Committee of the House of Lords (1852), oq. 2828, 2850 
Select Committee Report, qq. 888-9 and q. 784, , 

® India As U May Be (I85S), p, 54, 

® Select Committee Report (1852), q. 2845 a!&o q. 2853. 

* ibid., qq. 2$43-4, 2849. ^ ^ 
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§2. Trevelyan s Estimate 

Buell \tas tlie outcome of the Act of 1833. But it was not 
intended to be so, according to all accounts, and no one vas more 
struck with this unexpected development than Sir Charier Treves 
lyaii, who returned to India in 1859 as Governor of Madras, after 
many years’ absence in England.^ In one of the valuable minutes 
which he wrote during his short but memorable leghne as 
Governor, he said : 

When I was in the secretariat at Calcutta 1 assisted Lord 
William Bentinck in taking the first timid, tentative steps towards 
the establishment of the control of the supreme Government after 
the Charter Act of 1833 had been passed; I also assisted in 
remoulding the constitution of the Indian Governments in 1853; 
it was not intended that the supreme Government should occupy 
the place which had previously been held by the local Governments; 
it is physically impossible that the real government of the whole 
of India can be carried on by one set of men from one place, and 
the result of the attempt has been to paralyse the local Governments 
without providing any effectual substitute for them. The south of 
India differs trom the north, as much as France does from Germany 
or England , and if it had been intended that the detailed administra- 
tion of the south of India should be conducted at Calcutta, provision 
would have been made for assisting the Governor- General in his 
secretariat and Executive Council with officers trained in the peculiar 
system of the south; the terms in common use, of ‘ subordinate ’ 
and * minor ’ presidencies, show how deeply the mistaken notion 
arising from the civilian councillors, and the secretaries ol the 
Governor-General, being taken exclusively from the Bengal Presi- 
d5ncy has taken root; according ^ the constitution of British India, 
there is one supreme general Government without any local charge, 
and several co-ordinate local Governments; but the practice has been 
* very different. The Governor in Council of this presidency is the 
only representative of the authority of Government known to 22 ' 
miliions of Her Majesty’s subjects; and functionaries in this position 
have an instinctive feeling that it is better that they should do 
nothing than do that which w^ouid bring their authority into contempt. 
As the local Government cannot be superseded, it ought to be main- 
tained in all authority and honour. Again, infinite waste ol 
invaluable time and strength has been caused by the following 
assumptions, upon which the supreme Government has habitually 
acted of late years. Firstly, that no arrangement should be made 
in reference to any part of India, which is not applicable to all 
the rest, and secondly, that prinTa facie grounds exist, that whatever 
is applicable to northern India Is equally applicable to the Madras 
and Bombay Presidencies. Progress is impossible if, besides proving 


* Sir Charles Edward T*revelyan (of the Company’s Civil Service) was educated 
at Haileybiiry College and came out to India in 1826; became Under-Secretary 
to the Government of ’•India in 1881 ; retired and was Assistant Secretary to the 
Treasury in England (1840-59); and did good service in the Irish famine. 
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iliai a measure is required lor the Tamil, Teliigu, Malayalarn and 
Canarese people, or any of ihem, have also to show that it is not 
uiifeuited to the Bengalees, axid the countless millions iiiliabiling the 
great plains which extend from Bengal to Hindustan. The conse- 
quence of the other proposition is even more injurious to the public 
interest. ^ ** 


0 

§3. Unequal Treatment of the Provinces 

In a centralized system of finance, it is difficult to distribute 
funds equitably between the different provinces. Such a complaint 
was inevitable in those days owing to the intimate connexion * 
between the Government of India and the Government of Bengal, 
but there seem to have been good reasons for complaint. The 
needs of Bombay and Madras were not properly known at 
Calcutta, but the needs of Bengal and of the North-Western 
Provinces were well known to the imperial secretariat. For a 
long time Bengal civilians carried on the administration of all 
the territory on the Upper Gangetic plain, and when thq, Punjab 
was conquered, it was at first administered under the immediate 
care of the Governor-General.^ The Government of India naturally 
took a paternal interest in developing those new teirit^ries, ajiid 
regarded with some impatience the requests of the two older presi- 
dencies for financial help. Hence the inequalities of treatment, 
of which complaints were repeatedly made in newspapers and 
official communications, and in the evidence before the Select 
Committees of Parliament. 

That there were inequalities rin the distribution of funds h 
pretty certain, bui; it is difficult to prove this statistically, chiefly 
because of the faulty system of keeping accounts. Till 1858, the 
revenue and expenditure of the Government of India included also " 
ilie revenue and expenditure of Bengal, and this makes it ^difficult 
to compare its income and expenditure with those of the presi- 
dencies. Another cause of complication is the fact that the 
expenditure on the armies of Bombay and Madras was debited to 
the accounts of the respective governments, whilst the expenditure 
of the Bengal army was debited to the account of the Government 
of India; and, as for the othei* provinces, they had little expendi- 
ture on that account. Nevertheless, the following table, showdng 
the revenue and expenditure of the major provinces, will be of 
some use. 


^ Minute, 13 Jiijy 1859. 

® David Hiii, of the Judicial and Financial Department of the India Office, 
said to the Select Committee of 1852: ‘ There is, even more sympathy for the 
North-Western Presidency as part of the Bengal territory; but with respect to 
Bombay and Madras, the officers of the Government of ICdia take a pleasure in 
running them do^n.’ (q. 3249.) 
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— The expenditure debited to Bengal, Madras and Bombay includes also military expenditiue. 
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Although no exact statistical comparison is possible as to the 
financial position of the different provinces, comparison of a 
general kind may be made. We will take Madras and the North- 
Western Provinces, These two provinces spent, in 1837-8, 
.-£6,485,753 and n£8,320,089 respectively, but in order to make the 
figures comparable it is necessary to deduct the amounts spent for 
the army, wliicdi sliould not liave been charged to any particular 
province. Madras spent £3,654,231 tor its Airniy, but the North- 
Western Provinces spent nothing on that account, being served by 
the ‘ Bengal army h Thus the real expenditure on the two pro- 
vinces was : Madras £2,831,504 and the North-Western Provinces 
£2,320,089. That is to say, assuming that the populations of 
Madras and of the North-Western Provinces w^ere nearly ecjual, 
the expenditure per head in the twm provinces did not vary much. 
The waay in which a vicious system of accounts veiled the true 
financial position of the various provinces is illustrated by the 
fact that while the expenditure on many imperial undertakings 
or on the garrisoning of newly ceded territories w^as debited to 
the account of Madras, the revenue accruing from them was 
credited to the account of Bengal. Thus, the money ^spent on 
the China and Burma expeditions came for the most part from 
Madras revenues, but the money received as a result of the expedi- 
tion was not credited to the account of Madras. It was mainly 
the Madras army that garrisoned Nagpur, the Southern Maratha 
country, the Tenasserim coast, Penang and Singapore; but the 
revenues of all of them were credited to the Bengal account.^ 

A comparison of the various items of civil expenditure will 
show how the dijfferent provinces fared under centralized adminis- 
tration. The charges on civil, and political establishments Jn 
1857-8 came to £447,347 in Madras and £1,120,795 in the North- 
Western Provinces; and this is no wmnder when we consider the 
unequal size of the districts and the unequal strength of the esta-. 
blishments in the two provinces. Medical expenditure also tells 
the same tale. Whilst the North-Western Provinces spent 
£39,902 for medical establishments in 1857, Madras spent only 
£i8,:>ii.^ 

It was perhaps in the matter of public works that the 
southern presidency was most neglected. It is true tliat in 1857 
the expenditure on this account was nearly equal in Madras and 
tlie North-Western Provinces, but that does not indicate the extent 
of the past enterprise in the one province and the comparative 
neglect in the other. According-to an elaborate statement given 
by a wniter in the Galcutia Review for 1851, we find that while 
Bengal and the North-Western Provinces spent If per cent, and 
2| per cent, respectively, of their funds on public works, Madras 
spent only .] per cent, of its funds, in the years 1837 to 1845. 

^ Seo Calcutta Bemew (18M), p, 435. 

® P. N. Banerjesb, op. cit., pp, 288-90. 
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Tims the outlay on public works in Madras was, according to Ids 
estimate, only a fifth of that of the North-Western Provinces.^ 
No doubi this is an exaggerated view : the eoioputatioii is vitiated 
by various errors. The true state of things can be seen from a 
statistical note published by Tdeut. -Colonel W. H. Hykes, f.r.s., 
in the Journal of the Royal Statistical Society for It is 

clear that in the matter of roads and bridges, the Madras Presi- 
dency was comparatively neglected at the tiine. Indeed it may 
be admitted that roads and railways had not in the southern 
presidency tlie same military significance that they had in northern 
India; none the less, they were eciually essential to the functioning 
of economic life in Madras. No wonder that Madras was in a 
backward condition for a long time and was nicknamed the 
‘ benighted ’ presidency. Contemporary travellers noted a great 
(Ihference between the metalled roads of northern India and tlie 
dirty, swampy, meandering tracks, few and far between, found in 
the Madras Presidency. It was recorded that the tracks of Madras 
were not distinguishable from the paddy fields through which they 
passed, and w^ere altogether useless in the rainy season. 

Nor^was finance the only sphere in which centralization intro- 
duced ineqi^ities; equally baneful were the results in legislation. 
The predominance of Bengal was, in legislation also, a source of 
unfairness to the other provinces. The codes drawn up in the 
Legislative Council at Calcutta were suited mainly to Bengal, 
perhaps to the greater part of northern India, but what about 
distant Madras and Bombay? Without realizing the wide diver- 
sities of the sub-continent, the Council went on making laws 
which they knew would suit Bengal. Proposals for legislative 
* projects ’ were sometimes sent^np from the other provinces, but 
fhey were often so much modified that their original purpose was 
nearly defeated. In short, everything was to be brought to the 
standard and pattern of Bengal. 

In |uch an environment, is it any wonder that inter-provinciaP 
jealousies arose and worked havoc? Such jealousies were given 
full vent in the columns of the provincial newspapers and in con- 
temporary Anglo-Indian writings. The authorities at Calcutta 
were so much obsessed with the Bengal ideas that the adoption 
of any suggestion from Bombay or Madras was distasteful to 
them. At any rate such was the suspicion in the minds of the 
officers of the subordinate presidencies and this caused some ill- 
feeliiig at the time. Not only the Civil Service but the Army was 
invaded by these jealousies, ‘\yhen, during the Mutiny, the 8th 
Madras Cavalry refused to proceed and were disarmed, a high 
military official at Calcutta is reported tj have said : ‘ Thank God 1 
There is a Madras regiment gone at last.’ When the Madras 

^ op. ciL, pp. 446-82. *Irri^afcion expenditure, being debited to land revenue, 
is not included in this calculation. 

® Journal of the Statktical Society^ March 1861, pp. 45-7. 

* Calcutta Bemeu) (1861), loc. eit. 
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Splendid Bifle Corps were embarking, a Bengal officer, coming out 
in consequence of the j'ebellion, was heard to express a wish that 
the mutineers might give tJiem a good thrasliing/ It is surprising 
to find that provincial feeling was so extraordinarily bitter even at 
a time when the very existence of the^ British Empire in India 
was at stake. 


§4. Proposals for Refowi, 

i The Parliamentary Select Committee of 1852 made an 
elaborate inquiry into the administration of British territories in 
' India. Several experienced officers from India gave evidence 
before it and brought out the evil consequences of centralizing all 
financial power at Calcutta and of keeping the two presidency 
Governments in a position of subordination. Lord Elphinstone 
said that the effect of the Act of 1833 on the subordinate 
presidencies had been ‘upon the whole, very injurious’. He 
added : * I think it has lowered the character of those Govern- 
ments in public estimation, and dammed and depressed the zeal 
of public servants under the presidencies.’^ Mr (later Sir John) 
Willoughby described the vexatious delays caused by^ centraliza- 
tion and the meticulous interference with details which shocked 
the provincial Governments.^ Lord Dalhousie was criticized by 
certain witnesses for fettering the Madras Government, and 
although he denied it, he agreed that such a grievance existed.^ 

\ Among the remedies suggested to the Committee of 1852 was 
p scheme of decentralization which was very much like the one 
carried out by Lord Mayo in 1870. It was put forward by 
M’Plierson M’Leod, of the Madras Civil Service. He said : 

s * 

It would be better, with a view to economy, if a certain sum 
was allotted annually to the two presidencies, to be expended on 
public works; they would be more likely to make an economical ^ 
use of that sum, if they were allowed to dispose of it they 
thought best, than under the present system of sending every 
separate item to the supreme Government, by whom the details 
cannot ^possibly be understood, and who are as likely to sanction a 
useless project as a useful one. The public interest would be better 
promoted by leaving the distribution of any sum which may be 
allotted to be expended on public works in the Madras Presidency 
as in the Bombay Presidency, entirely to the Government of the 
presidency, than by the supreme Government’s taking upon itself 
the direction in detail of the manner in which the sum is to be laid 
out.*® The general control every one desired might be attained by 
fixing beforehand, for the expense of the year, a sum beyopd wffiich 
the provincial Governments •should not be allowed to incur expense. 

. . . The extent of the power of the Goveimor- General to interfere 

^ J. B. Norton, op. cit., p, 129. % 

* Committee oi the House of Commons, 11 June 1852. ^ 

* Bvidenc© given on 27 May 1852. J. B, Norton, op. cit. 

* Report of the Oommittee of the Home of Commons (1852), q. 2852. 
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in provincial expeiitliiiiro should bo ihuited ])y ilio aiiiouni wiiicli 
was proposed to be incurred.^. . . Too free an action can hardly be 
given to, the local Go\ ei’iimeiii in all luatlers of miemal adiiiinistra- 
iion. ... I think ihev are more capable n! exercising tlie power 
efficiently and economically in such inatlors than the supreme 
Government can be.^ * 

Parliament, however, did not change the constitutional position 
of the pi'oviiicial Governments, but decided that representatives 
from Bombay and Madras should sit on the supieme Legislative 
Council. 

When the Government of India Act of J858 wuis under con- 
sideration, John Bright made a vehement appeal for the decentra- 
lization of g'overnment in India. ' What you want h he said, ‘ is 
to decentralize your government. What wmuld be thought if the 
whole of Europe were under one Governor wdio knew only the 
language of the Feejee Islands, and if his subordinates were like 
himself, only more intelligent than the inhabitants of the Feejee 
Islands are supposed to be.’ He therefore suggested the recon- 
stitution of India into five presidencies with headquarters at 
Calcutteb, Madras, Bombay, Agra and Lahore, each with an open 
Council composed of Indian representatives.^ 

At tj;ie same time John Bruce Norton, the brilliant lawyer of 
Madras, put forward a suggestion for a federal system of govern- 
ment, the ^Government oT India retaining defence, communica- 
tions, trade and other central subjects, and leaving each province 
to manage its own administrative, judicial and financial affairs, 
as was done by the Australian colonies at the time. 

• §5. The Other TSide of the Picture 

The suggestions of Bright and Norton mentioned above were 
indeed very clever, and they were mindi applauded at the time 
by pifblicists and even by responsible officers of Madras and 
Bombay. But had those suggestions been given effect to, the 
subsequent history of India would have been very different from 
what it has been. Before 1858, India was but a ‘ geoglaphical 
expression ’ , and was only held together by the unified rule of the 
British Government. It was a conglomeration of races, languages, 
religions and cultures; there was no one Indian nationality. 
Mogul, Maratha and Sikh chieftains were fighting among them- 
selves; and while they fought, the common people were living in 
misery. What the country ne*eded most was a powerful, unified 
rule, keeping every race and group in its place and giving them 
all free scope for economic and intellectual avocations. The 
economic life of the colintly was of a primitive kind. The prime 
essentials for economic progress were wanting; there was no nniform 

^ ibid., q. 28W. ® ibid., q. 2893. 

® Speeela in the House of Commons, 24 June 18&B. 
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system of currency, or of weights and meabures; and transport 
facilities were undeveloped. To supply such agencies a powerful 
central authority was necessary : an authority that could impose 
its will upon the conflicting political and social interests of the 
country. Britain organized such a government with authority all 
over India, and from 1833 onw^ards, the political unity of India 
became more and more complete. Under Dalhoiisie rapid strides 
were made in the economic unification of India, but the fissipaioLis 
tendencies of the sub-contment were so powerful that a longer 
period of unified rule was essential for weakening them. 

Only a similar system of cenii'alizaiion has enabled the most 
powerful states of to-day to attain economic unity and political 
greatness. This is true of England, Fiance and German}. At 
llie time of the Norman conquest, England was rent asunder 
by rival interests of all kinds and there was little political 
solidarity and no economic unity; but the Normans and Angevins, 
and tlie Tudors after them, established the authority of their 
government all over the land, broke down clerical and baronial 
privileges, laid down the law firmly and applied it unflinchingly 
throughout the country. The same happened in Pranc<^ under 
Louis XI and his successors, and such was the thoroughness of 
the centralization that, according to Charles Briinn, France gained 
‘ her sense of national solidarity at a time when the rest of 
Europe was still in a state of flux and chaos 

Even as in India, the agency used by the centralized govern- 
ment in England and France to enforce its will w’^as a well- 
disciplined bureaucracy wdiich controlled the local administration. 
The pillar of that bureaucracy was the sheriff in England and the 
pr^fet in France. Maitland has *truly said that the history of 
England could be brought under the rubric of the decline and 
fall of the sheriff. Under tlie Noimans and Angevins, the sheriff 
earned out in the counties much of the work that the collector » 
of eaily days did in his district in India. Till then the i:;enti*al 
Government had little control over the counties, but after the 
appointment of the sheriff, the shires became mere administrative 
divisions of a unified state. Like the Indian district officer, the 
sheriff effectively attended to the greater part of the administrative 
work of his county and left little to be done by local self-governing 
institutions. It was thus that administration became centralized 
and England became a unified and co-ordinated state. The rule 
of the sheriff did not indeed last for long. Once national unity 
was becoming a reality, centralized administration became un- 
necessary. Owing to the stout opposition of Parliament tcf bureau- 
cu’atic control, the sheriff ^^as deprived of much of his power; as 
early as the fifteenth century, he was ^sup^rlanted by the Justice 
of the Peace, who, being a local magnate^ amJ receiving no salary 

' C. Brunn, Le B^giomhme (1910). 
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froiji the Crown (unlike tlie slieriff), canied on local adniinisiraiion 
according to the ideas and interests of the local landed gentry. 
The administration was still efficient, !)ecaiise the sixieeiitli 
century the people had become competent to look after their own 
local affairs and bureaucratic control was no longer essential.^ 

Ill Prance, however, tlie people remained long nnpi-eparcd for 
Bucli responsibilities. A succession of powerful kings kept up the 
bureaucracy and iis^d it so well that parochial privileges were 
o’oshed, and thus there arose a most powerful state with a ccnti’al- 
izod administration. Even after the Revolution, this centraliza- 
tion persisted, and the prefef still functions as the powerful agent 
of the centra] Government in the departement and is still a strong 
medium of unified control. 


§6. Conclusion 

The conclusion that is forced upon us by the foregoing survey 
is that centralized government is generally necessary for de^ailop- 
ing a state. In India the experience was unpleasant, but consider- 
ing the enormous diversity of conditions, the divergence of interests 
between the different parts of the country and the different sections 
of the p^ple, and considering also the strength of the fissiparous 
tendencies and the unequal position of the constituent provinces, 
a rigid centralization was the most appropriate remedy for evils 
which became intolerable when the Mogul Empire broke up. It 
was necessary that a new and more complete centralization should 
be established before India could pass on to a greater measure of 
local autonomy without disaster. 

• Edwyn Sevan has explainedii the significance of centralization 
with an appropriate analogy.^ 

* A normal human body he says, * is held together by internal 
coherence, by the bones, bands and fibres of the organism, but when , 
bones are dislocated or connecting fibres torn asundeig surgeons, I 
believe, sometime case the body in a hard h’ame of plasior of Paris 
or steel to hold it together till the gradual process of internal growth 
has joined the dislocated bones and knit up ilio torn fibres.’* Such 
a process has many disadvantages. ‘ It is not ihe normal thing for 
a man to wear a steel frame; it is not beautiful; it is not comfort- 
able; it is calculated rather to cause considerable cutaneous irrita- 
tion; it hampers movement; and if the frame is a well-made one it 
is likely to be expensive; but in spite of all these drawbacks an 
abnormal dislocation of the body within is held to demand an 
abnormal constraint without.’ ’the whole gist of the argument is 
contained* in this: ‘ A steel frame, in contrast with the natural free- 
dom of the body, is always an evil, but in* contrast with the condition 
of the broken or dislocated *body without it, it may» be a necessary 
evil. ’ • 

^ F. J. (roodnow, Somparatim Admmstrathe Law, toL I, pp. 162-5. 

® Indian Nationalism (1918), pp. 45-6. 
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Siicli, preci&ety, has been the achievement of the Indian 
imperial system. Centralization had all the merits and all the 
defects of the steel frame above described. It was iiicoiivenieiit 
and irritatiiiij ; and it was expensive. But at the same time, it 
welded together the conflicting elements into an organic whole. 
The strength of the centralized system enabled it to withstand 
the forces of disunion. Its financial control insured India against 
foreign aggression as well as against inter^ial dissensions. Its 
legislative supremacy broke down tlie barriers of codes and customs 
between province and province. x4bove all, the common people 
of India came to feel that tliey were not only the members of a 
caste and a village eomnuinity, but citizens of a vast common- 
wealth. 

Just like the steel liame, the need foi eentiulization was bound 
to be temporary. A pi’opeiiy unified India has no need for a 
rigidly centralized {ulministiatmn; and in pioportion as India 
became iiuly unified, the rigid legimen liad to be lelaxed. How 
this has actually been done, we shall see in the seciuel. 



PART II 


THE NEW* FINANCIAL SYSTEM 




CliAPTBE VI 


FINANCIAL DIFFICULTIES, 185B-61 
§ir Financial Crisis, 1858-60 

The Miitiiiy brought about a grave financial cribis. From 185 H, 
the reTemie and expeiiditm-e of the Govermneiit of India did not 
balance, and the accumulated deficits up to 1S5G-7 amonnted to 
nearly i!6 millions. As James Wilson pointed oui, the condition 
of Indian finance was already one of chrome deficit. The Mutiny 
involved abnormal expenditure, and the deficits mounted up to 
unprecedented heights. For ] 857-8, tiie deficit was £8 millions; 
for 1858-9 it was nearly T14 millions; and a deficit of more than 
£10 millions was estimated for 1859-60, but it later turned out 
to be £9 millions. Thus, in all, a deficiency of about £31 
millions liad to be met. The Government met it by borrowing, 
and the public debt of India, which stood at £59 millions in April 
1857, rosc^to £98 millions by April 1860, and the interest charge 
rose from £2*5 millions to £4*4 millions.^ 

The cause of this disequilibrium was, of course, the swollen 
military expenditure. Before the Mutiny the army was composed 
of 45,522 European soldiers and 294,163 Indian soldiers. In 1858 
the Europeans were 110,320 and the Indians 207,765. At that 
time, the cost of employing a European soldier was about four 
times that of an Indian soldier, and therefoi'e the total ex- 
penditure on the army rose from £11*5 millions in 1856-7 to £21 
millions in 1858-9/ exclusive of expenditure in England which 
•had also increased in the meantime. The total expenditure of ^ 
the arixf^ in England and India came to £25 millions in 1858-9. 

The Government of India went on borrowing to meet the extra 
expenditure. It was felt that a drastic retrenchment was neces- 
sary, especially of the military charges, but no one was bold 
enough to venture on such an unpleasant task. Sir Barile Frere 
wrote in 1859 : * Out here, there seems no one connected with 
the supreme Government who has any definite plan of finance . . . 
and nothing could be more unworthy of a great Government than 
the haphazard way in which we have drifted in finance.'^ How- 
ever, a Military Finance Commission of three members, one from 
each presidency, was appointed early in 1859 and was charged 
with the difficult task of finding means'* of reducing military ex- 
penditure. The Commissiofi soon examined the derails of military 
* 

^ Fmaneial Statement, 18 February 1860. 

® Parliamentary PapSr C. 854 of 1852, p. 10. 

® Letter to H. D* Seymour, 1, Martineaa, op. clt,, voL I, p. 299. 
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cliargeb anrl .suggested econoiiiics, and by 1859-60 military expendi- 
ture was reduced to about £20 millions. 

Sir Charles Wood, Secretary of State, fully realized the 
situation and sent out to India, as Finance Member, the Et. 
Hon. James Wilson, M.P., a finaucie/ of great reputation, then 
liolding the office of Vice-President of the Board of Trade. ^ Pie 
arrived in India at the end of November 1859 and from that time 
he vris hard <at woi’k until he died eight months later. 

Wilson soon became convinced that the Cxoveriiment had 
borrowed too freely imi that financial equilibrium could only be 
restored by drastic retrenchment and enhanced taxation. He un- 
efjuivoca!!} c'ondemned the ‘ resold to the miserable, disreputable 
expediency of continuing to borrow in time of peace h ‘ Loans 
may be justified he said, ' in time of war, and as the consequence 
of war for a year after; but even then, they should not be exclu- 
sively relied upon. But tlie theory of borrowing during war 
involves the necessity of some effort to I’educe it in time of peace, 
but if instead of this, we are to continue to rely upon loans still 
in times of peace, what will our debts soon be? Where will be 
our credit? ^ 

§2. New Taxes 

f 

Efforts had been made, even before the arrival of Wilson, to 
increase the tax revenue. In 1858, the duty on l^alwa opium 
was doubled and the salt tax was increased. In 1859, import 
duties on goods like tea, coffee, tobacco, spices, grocery and pro- 
visions were raised to 20 per cent, ad valorem, and specific duties 
on approximately the same level were levied on beer, wines and 
spirits. All unenumerated articles paid 5 per cent, ad valorem, 
and this included cotton piece-goods. The export duties on 
lobacco and silk -were abolished, but the duty on grain was raised 
^ from a half-anna per maund to two annas. The inter-provincial 
differences in customs tariffs were swept aw^ay in that yeS.r.^^ 

In March 1869, the Government of India proposed to raise 
a tax on tobacco by means of a cultivation licence. This evoked 
from the Government of Madras the first of a series of protests 
which made the brief governorship of Sir Charles Trevelyan 
unique. Trevelyan wrote in one of his piquant minutes that the 
objections to the scheme of a tax upon tobacco were so grave and 
decisive that it would be a waste of time to discuss it.^ 

* James Wilson (1805-60) began his career as a businessman. Subsequently he 
wrote several books, and established the well-known weekly newspaper, The 
Ecoiiomki, He was M.P. from 1847 to 1869 and held office as Joint Secretary of 
the Board of Control (1848-52]!, Financial Secretary to the Treasury (1858-8), 
Vice-President of the Board of Trade and PayFiastor-Oeneral (1859). In 1859 he 
was made a Privy *^Councillor. 

* Financial Statement, February 1860. Act VII of 1859. 

^ Letter to Madras, 21 March 1859, 

* Minute, 10 June 1859, See also Board of Bevenue’e letter to the Madras 
G-overnment, 21 April 1859. 
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About the same time, the (loveriimeiit of India also proposed 
to the Madras Government that the salt duty should be enhancecl 
by 8 annas per maiind. To this also the Governiuent of Madras 
objected. ‘ The salt tax is of the nature of a poll tax,’ wrote 
Trevelyan, * and it is already so heavy tliat the labouring popu- 
lation, who form the bulk of the consumers and consequently of 
the taxpayers, are unable to provide a sufficient supply for them- 
selves and their families.’^ Trevelyan also held, and in this he 
liad the support of tvo of his councillors, that raisin^ ihc salt tax 
would reduce <*on&iimption and that * the best financial arrangement 
would be to lower the tax h The salt revenue could be increased 
by the establishment of new depots and by a more rigid enforce- 
ment of collection. The following timely advice vas also given 
by TrcveJyuiij to the (tovornment of India on this occasion. 

I ain convinced [he said] from a long and a large experience 
4)f Indian affairs . . . that the present fiiuincial exigency rniglii 
be overcome in two or three ways, by rcdiieiion of expenditure com- 
bined with various measures of good administration. Instead, there- 
fore, of exhausting our ingenuity in devising new taxes and raising 
new loai^s, 1 recommend that we apply ourselves in serious, sober 
earnest to reducing expenditure, many large items of wliieli are 
capable of^ being immediately acted upon and to rendering the large 
balances in the treasuries more available. ... We ought not to 
increase the burdens of our Indian fellow- subjects until it has been 
clearly ascertained that the object cannot be effected by the primary 
and more legitimate mode of reduction of expenditure. This is 
espeeiall.v due to the people of the south of India, who, so far from 
having added to our embarrassments and losses by rising against us, 
have given us noble support, and have contributed throughout an 
iiicreasing amount of revenue. . . ? The gulf of northern expenditure 
ought to be speedily fathomed in justice to the rest of India; else, 
our taxation will be indefinitely increased and our most indispensable 
* public works, military as well as civil, will continue to be postponed 
or rejected.^ 

The proposal for a tobacco tax \vas dropped, but the duty on 
salt was put up in 1861, at rates varying from province to 
province.^ 

The Government of India were, from the first, reluctant to 
raise direct taxes; but having been foiled in the attempt at raising 
a tobacco tax, and as the financial position still remained bad, 
the Government made an attempt at direct taxation. In August 
1859, H. B. Harrington introduced a bill for a licence tax on 
trades and professions. This produced another protest from the 

• 

^ Minute, 10 June 1859 (6. 339 of 1862 ). , 

® 10 June 1859. On being aBked by tbe supreme G-overnmeni what his ideas 
were about the reduction* of expenditure, Trevelyan wrote a long minute on 
11 July 1859 urging the reduction of military charges and deeentralissatioii of 
administration. Seo S^ect Committee Beport ( 1873 ), pp. 115-16. 

® P. N. Banner] ea, Indim Tamtion, pp, 278-9, 
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GoYernment of Madras, and this time one from the Govcrnuieiit of 
Bombay also. The central frovemment had asked for the opinion 
on this bill of a few selected officers in each presidency. Accord- 
ingly the Government of Madras consulted fifteen experienced 
officers, most of whom considered the proposal impolitic, and 
feared that ‘ distrust, dissatisfaction, discontent, uneasiness, alarm 
and disaffection ’ might result from the proposed tax. The prin- 
cipal objection was that the tax would be of m inquisitorial nature. 
Trevelyan wrote : 

This Lax would again cover ihe comiiry with a swarm of ill-paid, 
ill-siiperinteaded native subordinates vith duties so ftwoiirabie to 
underhand exact ion that it would be impossible to prevent ihcm 
f]‘om preying upon the people. The experience I have had of the 
want of principle in making the returns to the income-tax even in 
England makes me exceedingly dread the introduction of such an 
element of immorality and extortion in ibis heathen comitryA 

Another reason brought forward was that the moturpha and 
veesabuddy taxes had already become so unpopular that any new 
tax falling on the same classes w^as likely to cause disaffection. 
Mr (afterwards Sir) William Eobinson objected to the proposal on 
grounds of political safety. 

Our political safety in India [he wrote] depends, in® no small 
degree, on our taking no measures that tend to unite the now suffi- 
ciently dislocated interest, feelings and objects of^ its various 
population. Why then give the mahajan of the North-West Pro- 
vinces, the pandit, etc. of Benares, the sahn’kar of Bombay, the 
Brahmin moneylender of Tanjore, and the moplah trader of Malabar 
a common war cry, by a sudden simultaneous general legislation of 
an unpopular character? . . . Legislation in India should be BereTsl; 
localized feeling and interest should be fostered and taxation espe- 
cially should vary in character in different parts of the country, and 
for the different populations, according to their respectiYe circum- * 
^stances and feelings.^ « 

At this stage Wilson arrived, and on his advice the bill w’as 
abandoned. However, a licence tax had already been imposed 
by exScutive order in some of the northern provinces, and the 
assessment in the Punjab was at the rate of 3 per cent, on incomes 
below Es. 2,000.^ But as its legality was later questioned, it 
was also eventually given up. 

§3. Wilson's Ta ration Proposals 

On 18 February, hardly three months after his afiival in 
India, Wilson presented 'his first and only budget. It was a 
masterly survejsr of tlie financial situation "and contained practical 
proposals for restoring financial equilibriunr in India. A wrong 

* Mmote, 1 December 1859. ® Memorandum, ^8 November 18S9. 

® Moral and Material Progress (1859-60). 
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balance-sheet published iii September 1859 iiad created the im- 
pression;, especially in En^iaud, that the ‘ neck of onr finaiicial 
difficulties had been broken’. Wilson destroyed iliai illusion and 
exposed the real state of India’s finances. At tlie same linns he 
expressed ^reat confidence in the resouH^es oi the coimiiy and the 
c'apacity of the people to deVelop them. 

A richer soil, a finer climate, a more illustrious, acthe and 
frugal, and I will add, docile, population it would be difficult to find 
anywhere. ... 1 have seen many European countries, but 1 have 

seen none at once so striking, so \\oiiderfui, so jiiterestiug. Ihe 
nearest comparison I could make would be a Belgium upon an im- 
mensely enlarged scale. You have the same aiitient inagniiiceiit 
cities, with their narrow streets, their thronged population, their 
splendid public buildings, the relicts oi decayed dynasties and the 
active bustle ot trade at every corner; but vliat is more imporlanl 
and more to our present purpose, you have the same expons]^e plains, 
viih Alpine niouiitaiiis in the tar distance, affoi’ding sanitarium for 
the people and a climate for new varieties of pioductions; you hu\e 
large rivers and magnificent canals irrigating the country; the same 
careful husbandry with cultivation up to the roadside, and the same 
teeming population, all bent on active and profitable pursuits; you 
have the same thrifty and economical habits. ... T never saw greater 
signs of industrial vitality, all full of promise of future prosperity. 

Wilson also had great hopes of trade expansion. 

Almost everything she [India] produces is in constant and 
boundless demand in Europe and almost every article of importance 
required in Europe is to be found increasing in India; so varied 
are her products. Sir, in this fact there is great security for the 
future. 

Nor was taxation too heavy. While tlie bmxlen of taxation 
in England per liead of pojmlation was £2 2s,, the burden was 
nnly os. per head in India, even if land revenue were ineduded. 

Thiis^it was clear to Wilson that the taxable capacity of the • 
country was not exhausted. But before tapping it further, all 
avenues to economy must be explored; magnum est veetigal parsi^ 
monia.'^ He therefore took a keen interest in the deliberations of 
the Military Finance Commission and widened its terms of refer- 
ence. But retrenchment must take time, and however drastic it 
might be, fresh taxation was necessary to restore the financial 
ei|uilibriiiio. He therefore decided that new taxes were essential, 
but must be imposed carefully with due regard to three great 
principles : viz. that wdiatever taxation is levied (1) must be borne 
by every class of the community, European or Indian, official or 
non-official; (2) should be in conformity ,with sound financial and 
commercial policy; and* (3i must be im|X)Sod with seriipiiloiis 
regard for the religious views of the people. As for the last 
point, he satisfied himself from the beginning by a reference to 


^ * Bcoaomy is a great source of reveauey—- Cicero. 
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the Dhafmasastms. According to Mann, even a 20 per cent, 
income-tax on profit was not exorbitant.^ 

Wilson's chief taxation proposals were : (1) revision of 
customs duties, (2) a tax on incomes, (3) a licence duty on trades, 
and (4) a tax on home-grown tobacaa),^ The first measure was not 
intended for increasing revenue, but for reconstructing the tariff in 
accordance with what Wilson considered to be sound economic 
theory. He reduced import duties from 20 pgr cent, to 10 per cent., 
except in the case of beer, spirits, wines and tobacco. On the 
other hand, the duties on cotton thread, twist and yarn were raised 
to 10 per cent. The export duty on saltpetre was increased to 
Rs. 2 per maiind. He also placed more articles in the free list : 
among ini|X)rts wool, flax, maps, prints, and wmrks of art, and 
among exports wmol, flax, jute, hides, tea and coffee. He 
explained the reason why many exports were placed in the free 
list. ‘ As a general rule when the products of our soil have to find 
a foreign market and in cases in which they enter into competition 
with those of other countries, the direct effect of export duties must 
be to place our products in those countries at a disadvantage with 
their foreign competitors; in point of fact, it cannot be denied that 
in such cases an export duty falls chiefly upon the -producer who 
cultivates the article.’ He was particularly anxious to encourage 
the exportation of jute, tea, hemp and hides, many of which were 
competing in the English market with products^ from foreign 
countries. 

The two principal measures proposed by Wilson for increasing 
revenue were a tax on incomes above Es. 200, and a licence duty 
on trades and professions. He agreed with Burke that it was as 
difficult to tax and to please as Jit was to love and be wise. But 
fresh taxation was essential for meeting the deficits. However, 
he did not want to introduce any permanent taxes. These two 
taxes were to be temporary. For the purpose of this tax, incomes 
were to be classified under four schedules : (1) lands andr houses; 
(2) trades and professions; (3) dividends and annuities; and (4) 
salaries. Incomes above Es. 200 and below Es. 500 were to be 
charged at the rate of 2 per cent, and higher incomes at 4 per 
cent. Of this latter 1 per cent, was to be appropriated for repro- 
ductive local works. Exemptions were to be allowed for property 
used for religious or charitable purposes and to subordinate mili- 
tary or police officers. Eyots paying lass than Es. 600 as land 
revenue or as rent were also exempted.^ 

The licence tax proposed was a counterpart of the income-tax. 
It was a tax on arts, trades and dealings. Wilson wanted to 
make it universal, but Mie Select Committee decided to exempt 

^ Wilson made an interesting comment in this connexion : ‘ T should imagine 
he said, * that the revenue laws of ancient Hindus must have been suggested to 
the sacred compiler by some veiy needy finance ministers^ of the day ’ (Financial 
statement, 1860). S. 130, 
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persons paying income-tax. Thus, while the larger incomes were 
to be tapped by the income-tax, the smaller were to be reached 
by the licence tax. 


§4. Trevelyan's Opposition 

Owing to repeated protests from the presidency Governments 
on various measures coigtemplated by the Government previously, it 
was thought advisable to consult those Governments on the new 
taxation proposals;^ and accordingly confidential letters were sent 
explaining ‘ the exigency of the circumstances under wdiich the 
decision of the supreme Government had been formed’. While 
it was hoped to reduce the expenditure further, fresh taxation 
could not be avoided.^ The Madras Government, asking for 
sufficient time, telegraphed : 

As this Government is responsible for the administration of 
the south of India, including the maintenance of tranquillity, it is 
indispensable that the Governor in Council should have an opportu- 
nity of considering and expressing their opinion upon measures of 
such greai? importance as the proposed income, licence and tobacco 
taxes. We rely upon sufficient time being ailmved for this 
purpose.''^ ^ 

On 26 March, the Madras Government transmitted to Calcutta 
minutes recorded by the Governor in Council, completely dis- 
approving of the taxation proposals. In his minute of 20 March 
1860, Trevelyan made a detailed criticism of Wilson’s statement, 
and emphatically expressed his opinion that the deficits were 
overestimated, that the reduction of expenditure was not sufficient 
an3 that retrenchment must be t&e principal -weapon for fighting 
the deficits. He also pointed out that the reduction of the 
import tariff from 20 per cent, to 10 per cent, on the principal 
articles European consumption in the country was done ‘ in , 
the interests of the ruling classes’, and wai-ned the Govern- 
ment against the consequences of the introduction of an alien 
system of taxation, unsuited to the conditions of the country. 
The Government of India characterized this minute as ‘ a produc- 
tion which might well have appeared in a hostile newspaper or 
have proceeded from an avowed leader of opposition to the Queen’s 
Government 

No doubt, Wilson was moving too fast, but it was not correct 
to say that the new taxes he had introduced were alien. ‘ There 
is no part of Mr Wilson’s plans’, wrote Sir Bartle Erere, ‘that 

^ Letter te Sir Charles Wood, 9 March 1860. 

® Letter from the Government of India, 9 March 1860. T?ie correspondence 
referred to in this section JiAy be seen in the Dispatch to the Secretary of State 
on the Eecall of Sir Charles Trevelyan, K.C.B. (l^arl. Paper Cd. 481 of 1860, 
voL XLIX). • 

* Telegram, 16 March 1860. * To Sir Charles Wood, 17 April 1860. 
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might not have had a place under a different name in any scheme 
of Akbar's; no single tax which is at this present moment not levied 
by almost any independent Indian state when in difficulties.’^ 
Direct taxation was levied in India from time immemorial. Sait, 
moturpha and vecsabuddy were all direct taxes, and the last-named 
was a rough income-tax as shown above. Trevelyan must have 
known this. About twenty years previously, he had made an 
inquiry into inland duties, and as Governor of Madras he was 
still responsible for the collection of moturpha and mesabuddy. 
Indeed they were to assume new and unfamiliar forms, and it was 
perhaps hiopportune to increase taxation so soon after the Mutiiij/ ; 
but that was not the point stressed. J. D. Maltby, a Member of 
tlie Madras Government, realized this better. He wrote : 

It appears to me that an income-tax can only be carried out 
effectively in a country where the Government and the people are 
on a thoroughly good understanding, and have a mutual confidence 
and sympathy, in other words, where the governors and the governed 
have the same national feelings and interests and where education 
and a representative system give a high moral tone and political 
enlightenment. Here the state of things is far different. The people 
have been long accustomed to a despotic government, and tradition 
has taught them to seek relief from over-taxation by concealing their 
means, and from oppression, when it becomes unbearable*^ by revolt. 
They have submitted to the rule of us foreigners, because it is 
mild and equitable, and enables them to pursue their avocations 
in greater security and ease than under former governments. 
This is the tie on which w^e must depend for their careful sub- 
mission, since a foreign rule must always in itself be distasteful 
to a people, and requires to be attended with strong palliative 
advantages.^ • 

Further, Trevelyan’s conception of the powers of a presidency 
Government was much larger than w^ould be conceded even in 
federal system. As Sir Bartle Frere reminded him, the^subjects 
on which he protested against the central Government’s action — 
taxation, army reorganization, etc. — were legitimately central 
functions, and to make the Government of India dependent upon 
provincial approval in such matters would have meant disaster to 
the Indian Empire, sooner or later. The repeated insistence in 
the Madras letters on the local Government’s responsibility for the 
preservation of tranquillity in the south of India and the insistence 
that the proposed new taxes should not be imposed in that 
presidency would have been considered improper even in a 
federation. Trevelyan thought that the Government at Calcutta 
were pursuing a reckless policy of taxation and that it was his duty 
to protest in time. Wilson gave an elaborate answer to the charges 
levelled by Trevelyan. The taxes proposed by him were to be 

^ To sir Charles Wood, 23 April 1860. Cf, J. Mariioelii, op. eii., p. 306. 

® Mioiite, 24 March 1860. 
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raised from all, irrespective of race. Nor did the claim that 
Madras slioald be exempted from the tax create any impression 
at Calcutta. 

But Trevelyan was determined to go aliead. He sent copies 
of the iiiiiiiitcs 1o Ct. B. Fo!‘t)es wlio was the offirial representative oi 
the Madras CTOvernmeat in the Legislative (^oiincil and asked him 
to place them before the Council, in order that publicity might 
be given to them. He also distributed ‘ on his sole responsibility ’ 
copies of the minutes to members of his Government, ‘ with a 
view to secure for them the gi’eatest possible publicity The 
supreme Government prohibited the publication of the minutes, 
as 'it would be highly injurious to the Queen’s service*.^ But 
soon the new^spapers published them and this created an uproar 
in the country. Trevelyan’s idea in doing all this was to 
influence public opinion both in India and in England, but the 
consequences were much more serious than he expected. His 
open protest stiffened public opposition to the new taxation pro- 
posals, and petitions poured into fehe Council Chamber from 
Indians as well as Europeans. Public meetings were held in 
Calcutta* and Madras by European residents, and the Indian press 
became highly critical. Various rumours had been afloat to the 
effect tha^ the tax was soon to be ‘levied on priests, women, 
children and even corpses Lord Canning was in touch with 
popular feeling, and he was very reluctant to give his approval 
to the Income-Tax Bill. He is reported to have said : * Danger 
for danger, I would rather risk governing India with an army of 
only 40,000 Europeans than I wmuld risk having to impose un- 
popular taxation.’^ 

• The position was becoming inlolerable. I. T. Pritchaixl writes : 

In former days, under the Mogul Empire, a similar exhibition 
^ of independence from a sotibahdar, or governor of a distant province, 
might Ijo expected to be speedily followed by some overt act of * 
rebellion. A protest against an imperial measure, such as the imposi- 
tion of a tax, published in the newspaper, was an appeal to public 
opinion which was altogether strange and hideous to a Government 
so thoroughly opposed to the expression of any public feeling'^ at all 
as that of India. It was as near an approach to a declaration of 
independence on the part of a satrap of a minor presidency as could 
well be made.^ 

These misgivings of a contemporary Anglo-Indian writer were 
not quite justified; for no one was more loyal to the Crown 
than Trevelyan. However, the Secretary of State had to take 
' the painful step of removing Sir Olwles Trevelyan from his 


^ Telegram, 8 April 1865. 

® Canning to the Secretary of State, 19 April 1860. 

® Samuel Laing’s efidence, Select CommitUe Bepoti (1871), 98 June 1879. 
^ Indtm Admmisifeition^ voL I, p. 57. 

6 
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appointment ' , while expressing his high appreciation of his 
services.^ 

Sii* Charles Wood wrote : 

It is impossible to conceive a course of conduct more incom- 
patible with the proper relation betweerf the Government of minor 
presidencies and the supreme Government of India, or more cal- 
culated to shake that authority which is intrusted to the supreme 
Government over the whole of Her Majesty’s dominions in India. ^ 

In publishing the minutes, Trevelyan was apparently applying 
well-knowm British methods, quite suitable to a parliamentary 
system of government, but equally unsuitable for the conditions of 
India. Even today, with a large advance of representative govern- 
ment and of the federal principle in the country, it would be 
highly impolitic on the part of a provincial Government to protest 
openly against the proposals of the central Government. Sir 
Bartle Prere wrote to Trevelyan : 

Were we all in Parliament, if the Opposition had the best of 
it, they would, of course, change places with the Ministry and try 
their hands at finance; but even if that could be done in yeur case, 
how would you as Governor- General prevent the new Governor of 
Madras from making a similar stand against your scheme^?^ 

Trevelyan's opposition only convinced the Home authorities 
that the overweening pretensions of the presidency Governments 
must be crushed in the interests of harmony. It was an irony 
of fate that in this very task Trevelyan was himself an effective 
instrument, when he became Finance Member three years later. 

Notwithstanding all this, the Government proceeded with the 
Income-Tax Bill. In order to allay popular suspicions, a verna- 
cular pamphlet explaining the new taxes was published by the 
Government for distribution all over the country, but the Madras 
.Government refused to distribute copies, as in their opinion, it 
smacked of the communications addressed by members of Parlia- 
ment in England to their constituents.^ 

The Government of Bombay also thought that Wilson's 
measures were too hasty. * Why on earth could not Mr Wilson 
have let India bide still awhile? ’ wrote Sir George Clerk, Governor 
of Bombay, to Prere.® But after some explanations from Calcutta, 
Clerk promised to do his best to make the new tax work smoothly. 

The bill became law on 24 July 1860, and was immediately 
put into operation. In order to ward off opposition some of the 
more important towns of the Punjab were allowed the option of 
raising the income-tax revenue assessed on them by ifieans of 

• 

^ Letter to Madras, No. 24, 10 May 1860. 

“ Letter to Madras, No. 23, 10 May 1860. 

^ Letter, 9 April 1860. See J. Martineau, op. cit., vol, I, pp. 806-6. 

^ I'revelyaii*s Minute, 28 April 1860. ^ 

® Letter, 17 May 1860, See I. Martineau, op. cit., p, 810. 
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octroi duties. Further, district collectors who were in charge of 
the assessnient were asked not to be too inquisitorial in their 
methods. 

Of tlie remain nig two iaxation proposals, tlie licence duty was 
kept ill abeyance and the tobacco duty was practically abandoned. 
Wilson then turned his aitenlion to the reduction of military ex- 
penditure. He had enlarged the functions of the Commission 
tiien sitting, by tJie mclusion of the audit of all military accounts. 
Ho kept in constant touch with the Commission’s deliberations 
and smoothed its dealings with tlie Commander-in-Chief. All 
superfluous appointments were cut down and the overgrown 
transport establishment, wdikdi maintained large numbers of 
elcpliants, cantels, bullocks, w^agons and carts was drastically 
cot down. Military reorganization necessitated police reform, and 
for tins a Oomixiission wms appointed. The question of the Indian 
navy was also taken up, and Wilson soon discovered that it was 
a sorry waste. Work at such higli piessiire was too much for 
Wilson in the broiling climate of India, and worn out by work 
and worry, he died of dysentery on 11 August J860. * No ancient 

Stoic or» modern Ked Indian', WTote Frere, ‘could have mei 
death more composedly, or made more calm preparation for carry- 
ing on tli^ various schemes he left incomplete.’^ 

Wilson was a master-builder. Half-measures did not satisfy 
him. He ha^ in his mind plans for a thorough financial reorgani- 
zation of India — plans based on sound economic theory tested by 
strong common sense; but, as Frere wrote, it would have taken 
him 20 years to work out those plans. ^ Had he been less ambi- 
tious, he might perhaps have been spared for a longer period of 
hmwice; but he was one of those great men who will rmt anything 
in the intciests of the cause they love, 

^ §5. Ijuiiufs Budgets, 1861 and 1862 

Wilson’s successor was Bamuel Laing, M.P. He w^as a man 
of great financial experience, but relied much less than Wilson 
on the fundamental notions established by economic science*', and 
was much more concerned with the practical needs of the hour/"^ 
‘ The broad principles of common sense which apply to private, 
apply equally to public affairs,’ he said, ‘ and that which is not 
simple is seldom sound. Laing found that considerable suspicion 
had been aroused by the imposition of the income-tax, among 
both Indians and Europeans; and he soon came to the conclusion 
that the fiew tax should be abandoned at the earliest opportunity. 
On the question of military retrenchmSnt, he was at one with 

• • • 

^ To Major F, Marriott, *11 August 1860. See Marfciueau, op. eii., p, 31^2 

^ To Sir Charles Wood, 23 Hovember 1860. ibid., p. 813, 

* Sir Bichard Tempi*, Men and Events of My Time (1882), p. 212. 

^ Fmaocial Statement, 1861, 
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Wilson, but he did not favour economy at the expense of 
efficiency, and he said; ‘Depend upon it, the paltry saving of 
today will eoine back with tenfold expense and hundred-fold 
discredit on the morrow/ Further, there were great difficulties 
at the time in carrying out Wilson’s pfans in regard to retrench- 
ment. ‘ Consequently the expenditure still remained intolerably 
high; and the current deficit of more than £6 millions annually 
which Wilson intended to avert, threatened last. As no loans 
had been raised recently, the continuance of deficit drained the 
casli balance of the Government to a very low ebb.’^ The year 
ISfiO-l ended with a deficit of £0*6 millions. 

Laing proposed to meet the financial difficulties, firstly by 
retrenchment and secondly by fostering revenue. By cutting 
down the overgrown demand for stores, and by the reduction of 
the native army, he retrenched military expenditure by £3*8 
millions and hoped eventually to bring it down to £12 millions. 
He wanted to reduce the army charges in England, by making 
the British Government bear a part of the cost of the reseiwe 
establishments in England. He said ; 

r 

The day is past when England can consider India as a sort of 
milch-cow, on whom to diaw for a little here and a little there 
in order to round off an English budget or ease an English estimate. 
Strict and impartial justice must be the rule in all money matters 
between England and India, if England wishes to get* a return for 
her capital which will soon amount to £100 millions invested in 
Indian securities and railways, and if she wishes to see India become, 
every day, more and more the best source of supply for her raw pro- 
duce and the best market in the vrorld for her staple manufactures.^ 

Laing also proposed to reduce the expenditure on the navy, 
and he agreed with Wilson that the Indian navy should be 
replaced by a small force of the Eoyal Navy. 

Laing was from the first impressed by the dangers aD,d diffi- 
culties of equitably raising an income-tax in India. But at the 
same time he admitted that the traders and capitalists of India 
should contribute in a fair measure to the public revenue. What 
he disapproved most in the income-tax was the prying into private 
affairs that it involved and the extensive demoralization that it 
was bound to cause. He therefore preferred a graduated licence 
tax on the lines suggested by H. B. Harrington. Further, 
he thought that to make the taxable minimum as low as £20 
wag thoroughly imsuited to Indian conditions. However, as the 
financial situation was still bad, he agreed to the continuation 
of the income-tax, as a temporary measure, for one year. 

Laing also^ increased the salt duty.. Owing partly to the 
increase in wages all over the country^ and partly to the 

^ Sir Bichard Temple, op. cit., pp. 216^. 

FinaBcial Statement, 27 April 1861. 
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cheapeiiini:* of sali resulting from railway expansion, lie thought 
that a slight- inc*rease in duty would be easily borne by consioners. 
Thereby he hoped to find an additional revenue of milHonh, 
Thus partly by retrenchment and partly by fresh taxation he 
expected to meet the deficit of £(j millions. 

Two months afterwards* Laing was taken ill, and he had to go 
to England on short leave. In Ms absence, Sir Bartle Erere, 
Member of the Executive Council, carried on the work. The 
revenue under opium showed a great fall, and to make up for it, 
Frere proposed to levy the licence tax and proceeded with the 
bill which was still pending. The old assessments under the 
income-tax were also continued. In this manner the deficit was 
reduced to -€150,000. The licence tax was, however, not imposed; 
for, when Laing returned, he reported that the financial fiosition 
was no longer embarrassing and decided to repeal the Act. A 
licence tax, lie said, would affect four or five million people, hut 
it would produce only £500,000 or £600,000.^ 

In Apj’ii 1862 Laing presented his second budget and showed 
that the anticipations set forth in the previous budget had been 
realized? Ketrencliment had been pushed on and revenue had 
been expanding. The course of military expenditure during these 
years wag as folio w^s : 


1859- 60 

1860- 1 

1861-2 

1862-3 

«|W» 

Owing to the improvement of finances, Laing was able to 
, carry out certain fiscal reforms dear to his heart. It was his 
wish abolish the income-tax, but as the surplus expected was-* 
too narrow, he could only lighten the burden of the tax for the 
time being. He therefore proposed to exempt incomes between 
Es. 200 and Es. 500 from income-tax. The reason for dqing so 
was not, as might be expected, that it was too burdensome on 
the poor, for he ‘ had no sympathy with socialist legislation which 
would place taxation exclusively on the rich ‘On the contrary,' 
he said, ‘ the poor as well as the rich, and often even more than 
the rich, are interested in the support of the state and the main- 
tenance of social order, and the middle and working classes are 
those wjio, in the long run, suffer most from the seductions of 
political demagogues and from the sicMy sentimentality of injudi- 
cious philanthropists/^. But there was another reason for giving 
it up. While two-thirds of the incomes taxerf were between 


£ 

20,909,307 

15,838,980 

12,800,000 

12.200,000 


* Legidative Council Proceedings, % March 1862. 
- Legislative Council Proceedings (1862), p. 186. 
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Ks. 200 and Es. 500, the total yield from such incomes was 
only £350,000. Further, oppression and injustice were greatest 
in regard to such incomes. On these grounds he abolished the 
tax on lower incomes. 

Although Laing* was not a doctrinaire free-trader, he was even 
more keen than Wilson about freeing "the foreign trade of India 
from tariffs. In 1861 he reduced the duty on cotton twist and 
yarn from 10 per cent, to 5 per cent, at .a loss of revenue of 
£40,000; and in 1862 he reduced the duty on yarn to 3^ per cent, 
and that on cotton piece-goods to 5 per cent. On other articles 
the reduction was not considerable. The reasons which weighed 
with him in cutting down the duty on cotton piece-goods were 
(1) that the duty applied almost exclusively to British manufac- 
tured goods; (2) that it was impossible to maintain customs duties 
at a high rate; and (3) that it was a heavy burden on the con- 
sumer. Britain and India being parts of the same Empire, he 
said that a heavy import duty on imports from Britain ' comes 
very near in principle to a transit duty between parts of the same 
Empire’. He admitted that there were certain manufactures in 
India which deserved to be protected by means of import duties, 
but in the case of cotton piece-goods protection could only be 
temporary and precarious and therefore could only a ' fatal 
boon ’ to the nascent industry of India. As for the burden on 
the consumer, he said : c 

Either the clothing of the people is a proper subject of taxation 
or it is not. If it be so, on what possible principle can we impose 
a considerable duty on clothing which comes from abroad and levy 
no duty at all on cloth produced %t home?^ 

Laing expected only a small surplus, but it turned out to be 
£1,827,345, the bulk of which was due to an unexpected improve- 
- raent in the opium revenue. ^ 

Thus the financial stringency resulting from the Mutiny 
passed away. But it was not possible to abolish the income-tax 
immediately. However, Trevelyan, who returned to India as 
Finance Member, reduced the rate from 4 per cent, to 3 per cent, 
in 1863. The Income-Tax Act was due to expire in 1865; but Sir 
John Lawrence, the Viceroy, wished to continue it. Trevelyan 
was firm and the whole Executive Council agreed with him. On 
31 July 1865 the Income-Tax Act expired. Trevelyan con- 
sidered the income-tax as * a gveat financial reserve . . . com- 
plete in all its gear, ready to be re-imposed in case of^ny new 
emergency r 

The reveniie of India had i<ncreased by £9 millions 
between 1858-9 and 1862-3. It increased ^annually at the rate 


^ Financial Statement, 1862-3. 


* Financial Statement, 1865-6. 
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of about ,£750,000. 

The extent to wiiicli the 

iiieoine-iax assisted 

the exchequer is clear from the following statement. 

Year 

Total Revenue 

/ neoine-Trw 


£ 

£ 

1858-9 

36,060,788 


1859-60 

39,705,822 


1860-1 

42,905,234 

i,iO(i,oo6 

1861-2 

43,829,472 

2,000,000 

1862-3 

45,143,752 

1 ,900,000 

1863-4 

44,122,773 

1,500,000 


Laii\^ was ven optimistic abonl the iioprovement of revenues* 
'T know of no country’, he said, * of which it can be said thai 
her ordinary revenue is increasing by ^750*000 a year, while her 
expenditure has in one year been rediice<l by i‘4 millions, and 
that she is maintaining an equilibrium while spending out of 
revenue upwards of £i millions on public works and another 
fl millipn for interest on unfinished railways.'^ 




' Financial Statement, 26 February 1862. 
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THE REFORM OF THE FINANCIAL SYSTEM 

The Mutiny passed over India like a wliiilwind, carrying destruction 
in its train; but it also swept away several systems and institu- 
tions which had outlived their usefulness. This was as true of 
finance as of any other field of administration. As soon as the 
new Goverrirnent under the Crown was formed, it w^as faced with 
the problem of reconstructing the financial system. The Company 
had built up a financial organization suited to its commercial pre- 
occupations, but when commerce receded into the background and 
politics came to the fore, the defects of the old system showed 
themselves. There was no proper budgeting of income and 
expenditure; the accounts were a mass of confusion; and the wdiole 
financial machinery broke down under the strain of the Mutinj . 
The reconstruction took several years to complete. A new rela- 
tionship with the Home Government was established, a new 
system of budgeting and accounts was adopted, the currency was 
placed on an improved footing, and a new system of taxation was 
developed to meet changing circumstances. 

§1. The Position of the Secretary of State 

By the Government of India Act (1858), the Crown assumed 
responsibility for the Company’s tlebts and liabilities, its contrac^is 
and covenants. The expenditure of the revenues of India thus 
came under the control of the Secretary of State in Council and 
^ no grant or appropriation of funds was to be made without his ' 
consent.^ Public revenues were also to be raised on his authority. 
Under s. 53, a statement of the revenue and expenditure of 
British India was to be laid before Parliament annually, and in 
order ^ to provide independent scrutiny, the Act ordained that an 
auditor of Indian accounts should be appointed with control of 
his own staff. He was appointed not by the Secretary of State 
but under the Royal Sign Manual, countersigned by the Chancellor 
of the Exchequer, and held office ‘during good behaviour’. ‘He 
can call upon the Secretary of State to produce papers, can examine 
any^ officer of Government in the"" United Kingdom in relation to 
Indian accounts, and must present an annual report in which he is 
free to express disapprovS;! of any irregularity or offer any com- 
ment.’^ The Secretary of State was required by law to lay before 
both Houses annually a statement of the position of Indian 

# 

^ 3. 41. ® Sir Malcolm Setoa, The India Office, p. 39. 
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finances, and tliis provision in the Act necessitated the anmml 
Indian budget debate. It was not reall} a budget debate, because 
Parliament was not asked to approve the proposed expenditure, but 
was merely informed of the accounts of the last (*oinpleted year and 
the revised estimates of the current yeai*. Howe^e’ 1 % this annua! 
debate gave Parliauicnt an' opportunity to review every aspect of 
Indian affairs. The House could go into committee and discuss 
the accounts. Many cTmendments used to be tabled, but in practice 
only one was discussed and brought to a division.* The \ilal ques- 
tion was as to the proportion of the cost of Britain's foreign policy 
wdiich Indian revenues should legitimately bear. The Sccreiary of 
State stood as the custodian of Indian interests and was not always 
successful in his advocacy. Prolonged eori'espondence often went 
on, and in most cases it was not easy to convince the Prime 
]\rinister and other members of the (hibinet. Lord Ei|>on once 
wrote : ‘ The (|uestion of what exirenditnre ought to be thrown 
upon Indian revenues is the only subject on which (rlndstone is 
quite deaf to the voice of justice.'^ The War Office has been 
generally more pow^erful than the India Office, HowJ^ever, Parlia- 
ment trkid to be fair, and in some instances it prevented ecriain 
charges from being thrown on the Indian revenues although the 
Secretary of State in Council had sanctioned them.^ 

There’^is no doubt that the Secretary of State obtained a far 
stronger position than the authorities wdiom he replaced. A divided 
executive caiinot be as energetic as an undivided one. In the old 
regime, the Board of Control and the Company’s Court of 
Directors supervised the Government of India, but the interests 
and policies of these two bodies often clashed, as they w’^ere bound 
4ip; and such collision weakened both of them. In theory the 
Secretary of State, too, was hampered; on the one hand, he had 
to look to the Cabinet for support, and on the other, his Council 
, had to be consulted. But in practice, neither of these authorities 
curtailed his freedom, whilst from both he received plenty of^ 
technical advice. The Council at first claimed to exercise some 
real power, but the Act of 1869 permanently weakened it. 

Had Parliament's new position in respect of India !)eep real, f 
the powers of the Secretary of State would have been weakened, 
but it was not so. In theory Parliamentary supremacy over 
India was made complete by the Act of 1858; but in reality the 
interest of Parliament in India soon vanished and revived only 
when violently roused by some provocation. Paradoxical as it 
may seem, Parliament appears#to have ceased to exercise its con- 
trol as soon as it received the right. ^ A few members of Parlia- 
ment, it is true, took an interest in fndian administration; and 

• * • 

^ Since 1919, the discussion on the Secretary of State’s salary has replaced 
the budget debate, ibid., |}. 66. 

^ Ii. Wolf, Mipon, vol. II, p, 

® Lord G-eorge Hfftnilton, ParUam^ntarp Beminiseences (1886-1006), p. 26$. 

* Repari m ConsUtutioml Reforms (iMS), p. 90. 
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occasionally interpellations were made and duly answered. Every 
year annual accounts were placed before Parliament, and the 
members debated on them in ri^ht earnest. Occasionally, inquiries 
were carried out by Parliamentary committees when specific 
complaints were made about administration. Thus in 1870, a 
select committee of the House of Commons held a prolonged 
inquest into the financial condition of India. Eoyal commissions 
have also inquired into various aspects of Indian administration. 
All this, however, did little to check the power of the Secretary 
of State, Only a few members took any interest in India, and 
Indian debates were held in the thinnest house of the session. 
The inqumes held were nothing in comparison to the detailed^*- 
reviews made by Parliament when the Company was in power. 
Bat Parliament was too greatly preoccupied to be able to interfere 
in the detailed administration of India, and as a natural result, 
the power came to be centralized in the Secretary of State. But 
the extent of the power wielded by him depended on the place 
he held in the Cabinet of the day. It must be remembered that'^ 
it has been the growing practice to select a politician of the fronts 
rank for the India Secretaryship. 

§2. The India Office and the Government of India 

The unique position thus gained by the Secretary of State 
enabled him to supervise Indian administration effectively. In 
the days of the dual control from Leadenhall Street and Cannon 
Eow, masterful G-overnors-General like Wellesley and Dalhousie 
found it possible to have their own way in many things, but 
when the control at Home came^'to be vested in one single indP 
vidual of dominant political position, it was no longer possible 
to flout the authority of the Home Government. The increased 
^facilities for rapid communication between England and India also ^ 
^strengthened the hands of the India Office. After the coinpletion 

of the submari ne c able by way of the Eed Sea in 1870, the 

Secretary of State was enabled to intervene effectively in the 
affairs^ of India. 

Even after 1870, the personaLequation had much to do with 
the relations between the Secretary of State and the Viceroy. 
Although as a general rule the subordinate position of the Govern- 
ment of India was recognized, there have also been occasions 
when the Viceroy regarded the Secretary of State as the con- 
venient mouthpiece of his policy m the Cabinet and Parliament. 
Ordinarily the opposite has been the true position. Althoxfgh Lord 
Eipon who filled both positions one after the other expressed the 
view that * the^Government of India ought to be made as much 
as possible the real executive of that counttry and the functions 
of the Home Government should be restricted Jn practice within 
narrow limits *, the Home Government repeatedly claimed supreme ^ 
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control over the Indian administration and there was nothing till 
1919 to weaken that position in any manner. 

Soon after the Act of 1858, Whitohall began to assert its 
supremacy in unmistakable terms. Sir (''harles Wood, the first 
Secretary of State/ was man of strong determinatio!!, and he 
kept a vigilant watch over Indian administration; but let it be 
said in justice to him that in most cases his interference was 
for the definite purpose of protecting the interests of the Indian 
people.^ For instance, he stoutly opposed the legislation of ihe 
Governor-G-eneraFs Council for enforcing indigo contracts entered 
into by European planters/ since that legislation sanctioned eri- 
minal proceedings for breaclies of contract. Wood found this grossly 
unjust to the Indian population; and as the Edinhurglt Remew $ 
wrote, * this was conclusive proof of ihe necessity of having a 
controlling authority at Home which will be coni]teteiit, vigilant 
and strong’/^ Wood stood firm and repeatedly vetoed the bills 
passed by the Council. When subsequently he insisted on modi- 
fying a bill pending in the Council (1864), the Government of 
India protested on the ground that the Indian Councils Act did 
not provide for such interference in the case of bills before 
the Council/ Wood pointed out that the Home Govern-| 
ment wene responsible to Parliament for Indian legislation andi 
therefore had the power not only of vetoing bills already! 
passed in the Indian Councils, but also of modifying them in) 
the draft stage. 

The same question again cropped up in 1869 when the Duke 
of Argyll was the Secretary of State. He insisted tliat the law^s 
prepared by the Indian Law Commissioners should be passed in 
“Sie form in which the Secretaiy of State, on the report of the 
Commissioners, approved them.® But Lord Mayo’s Government^ 
protested that such a procedure would * invent the Secretary of j 
State with the character of the legislator for British India and 
would l3onvert the Legislative Council into a n^ere in8trun)eBt to' 
be used by him for that purpose’. In this connexion the^ 
Secretary of State most emphatically asserted® that ‘ the final 
control and direction of the affairs of India rest with the ’"Home 
Government and not with the authorities appointed and establish- 
ed by the Crown under Parliamentary enactment in India’, and 


^ Strictly speaking, Lord Stanley was the first Secretary of State, but he 
held the post only for a few months.* 

^ For a different point of view, see Sir Charles Trevelyan’s evidence before 
the Parliamentary Select Committee ( 1873 ), Report ^ pp. 21-81 and passim. 

® Algernon West, Sir Charles Wood's AdmifiMraiion of Indian Affairs (1867), 
ch. V, » • 

^ op. cit., p. 44. 

® Parliamentary Papers* (1876), vol. LVI, pp. 4-5. 

® ibid,; also letter, 16 March 1869. 

^ Letter, 22 Marci? 1870. 

* Letter, 29 Hovember 1870. 
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that ' the latter (Sovernmeni were necessarily subordinate to the 
Home Government h Ai'gyll also wrote : 

The vastness and importance of Her Majesty’s Indian domi- 
nions, however they may add to the dignity of those who are called 
on to administer its affairs on the spot^ in no degree exempt them 
from the necessary tic of subjection, but rather render it more 
incumbent on Her Majesty’s advisers and counsellors at Home to 
maintain the more carefully the existing order of things as defined 
by constitutional usage and by what I may term the fundamental 
axioms of the connexion between this country and India. 

The Government of India had no alternative but to yield. 

Four years later, when Lord Northbrook asserted the fiscal 
autonomy of the Government of India , Lord Salisbury firmly 
refused to concur on the ground that the fiscal policy of India 
should be controlled by Parliament. Salisbury, on that occasion, 
detailed the coiisefjuences of the desired autonomy in very signi- 
ficant terms. He wrote : 

In scrutinizing the control exercised over the Government of 
India by Her Majesty’s Government, and ’the grounds for maintain- 
ing that control, it must be borne in mind that the superintending 
authority of Parliament is the reason and the measure of the 
authority exercised by the responsible ministers of the Qrown; and 
that if the one power is limited, the other must be limited at the 
same time, ^ , 

Indeed the claim of the Indian Government was premature, 
and there was no chance of its being conceded then, as there was 
among certain classes of people in England a general distrust of 
Anglo-Indian officials. Salisbury w^as himself under the same 
influence and made it a general practice (which subsequently 
stronger) to regulate administration in India by private corres- 
pondence with the Governor-General. 

If any Viceroy could have successfully resisted the power of" 
the Secretary of State it was Lord Curzon; but even he failed to 
get his own w^ay when in 1904 he disagreed with the Home 
Government on the question of military administration; and it cost 
him his post. In bitterness, he wrote later : * The Indian Sat- 
rap has in many cases found the Viceregal throne an altar of 
sacrifice quite as much as a seat of glory.’ ^ 

The authority exercised by the Secretary of State over the ^ 
Government of India was first and foremost fiuaBcial. As already 
shown, the Act of 1858 vested in the Secretary of State in Council ^ 
the entire responsibility for the ^nancial administration of India. f 
But it was not possible for him to exercise such authority in its' 
entirety in a country 6,OCrO miles awa;^, and therefore with a view 
to facilitating • the speedy transaction of public business, the 

^ Parlimnentanj Papers (1876), voL IrVI, py. 2-6. 

® British Gopernment in India, vol. II, p. 262. 
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Secretary of State from tuue to time prescribed limits witliiii 
which expenditure iniglit be incurred by the Government of India 
without previous reference to him on eacdi occasion. At first j 
these delegations were embodied m executive oitlers, rules and 
regulations, but in 1889, a resolution was issued by the Sceretar> 
of State specifying the limits’ of the Government of India’s lliiaiicial 
powers. Under this resolution, the sanction of the Secretaiy of 
State was required for : 

(1) The creation of an appointment, the salary of which 
exceeded £200 a year; 

(2j The raising of the salary of an existing appointment to 
an amount exceeding £333 a year; 

(3) The revision of an establishment at a cost of more than 

£1,667 a year; 

(4) The incurring of expenditure which imtler any of the 
various codes required the Seci'etary of State’s sanction; 

(5) The construction of a public work from borrowed funds; 

(6) The construction of a public work Giarged to revenue 

which wm estimated to cost more than £83,000; and 

(7) *The construction of any railway except short additions of 

local interest. 

This wias understood to be a proper delegation of authority to 
the Government of India, but it was later discovered that the 
Secretary of State had no power to divest himself of responsibility 
as regards expenditure, and it was held that any such delegation 
of control to a Government or other authority in India would be 
an evasion of the spirit and infraction of the letter of the Act of 
1858. The matter was taken up in connexion with the Eoyal 
(femmission on Decentralization^ and the necessary action was 
taken, as we shall see later A 


^ §3. Eivchange Operations 

Among the many important duties tliat devolved on tlie 
Secretary of State was the management of the exchange operations 
between England and India. Large payments had to be made 
annually in Great Britain on behalf of India by the Secretary of 
State. These payments, usually called ‘Home Charges included 
(as now) interest on debt, pensions, payments to the War Office, 
cost of Government stores, etc. Some part of these disbursements 
was met by loans raised in England and the rest by means of 
remittances. These remittances were generally effected by the 
sale by the Secretary of State of bills of exchange (commonly called 
Council Bills) and telegraphic transfers to be met by the Govern- 
ment of India, and whto the whole amount could mot be so met, 
gold held by the Government of India in the Paper Currency 


* Indian Statutory Commission (1928), voL V (Meraoranaa), pp. 1008-9. 
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lieserve had to be consigned to London, or, in later years, gold 
in that part of the Paper Currency Eeserve held in London would 
be drawn upon. 

The system of drawing funds from India by means of bills 
of exchange dates from the days of the East India Company; it 
appears to have been practised, although rather intermittently, 
from 1834 to the time of the Indian Mutiny. It was entirely 
suspended in the years 1857-62 but was resumed in the latter 
year, and has been almost continuous since. ^ Sales of Council 
Bills were at first made monthly, and at a fixed rate of exchange. 
This underwent several changes subsequently. Sales became fort- 
nightly and later weekly, and allotments to the highest bidders 
took the place of sales at fixed price ; and tenders were invited for 
telegraphic transfers as well as for bills. Applications 'were later 
received for bills and telegraphic transfers on dates intermediate 
between tbe regular fortnightly or weekly sales, called ‘ inter- 
mediates ’ and ‘specials’. 

Soon after the practice of drawing bills on India w^'as resumed 
in 1862, there was a great demand in England for Indian cotton 
(owing to the American Civil War), and therefore the< bills on 
India were in great demand. Down to November, the rate of 
exchange realized varied from 25. |d. to l5. lljd., but wBen the 
demand fell oflE lower rates had to be accepted. In 1866 the 
demand for bills failed, and gold had to be shipped from India. 
The progress of railway construction in India also influenced remit- 
tances materially after 1869. The system of making advances on 
the hypothecation of goods, which sometimes found favour witli 
the East India Company, was several times considered after the 
Mutiny, but it was not revived. ^ ^ 

§4. The Finance Membership 

The central feature of the new financial machinery the 
budget system and an efficient system of accounts. It was for 
introducing these new reforms that the Government created in 
1859 the new post of the ‘Financial Member of Council’ and 
appointed James Wilson as the first holder of that post. Although 
the official designation of the new officer was as above, he was often 
known as the Finance Minister, in common parlance; and even- 
tually the title ‘ Finance Member ’ came into vogue. The situation 
in India was then such that a person of great experience and 
independence was necessary. ' Everybody here has lost confidence 
in Government and in every one else,’^ wrote Frere. The general 
opinion was that nobody tlien in India was competent to set right 
the financial difficulties ot the country, ^ Therefore the Home 
Government decided to send out a man with long experience in 

r 

^ Sir Henry 'Waterfieid’s evidence before the Fowler Committee. 

® Frere ’s letter to Sir G-eorge Clerk, 9 May 1860. # 

^ Frere ’s letter to H. D. Seymour, February 1859. 
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tlie British Treasury. This practice v^as continued for a whole 
decade. Thus came Wilson, Jhaing and Massey; even Tr6vel)'an, 
although originally of the Indian service, had worked in the 
British Treasury lor a good many years before he came out again 
to India. After Massey, the Government appointed m succesbioii 
three members of the Indian Civil Service as Einance Member, 
namely, Bir Eichard Temple, Sir William Mmr and Sir John 
Stracliey. But in 1881, the practice of obtaining the services of 
a British financier was revived, and this practice was resorted to 
now and then throughout the century. Eo doubt there were in 
the civil service persons quite competent to fulfil the duties of 
ilie h’mance Member; but, for obvious reasons, they were not able 
to command that authority which a person with British experience 
and unconnected with the Indian services could command. Erere 
had made pointed reference to it in one of his letters. ‘ Tlie great 
advantage we have derived from Wilson and Laing he said, ‘ has 
been the sort of authority with which they came out, and which 
enabled them easily to overcome obstacles which might otherwise 
have been serious.’^ However, he admitted that this advantage 
often cut ♦both ways and made their errors in proportion of graver 
moment. 

In alBthat relates to management of loans, budget and audit 
and general organization and management, we have been great gainers 
through Wilson's and Laing 's labours. But at what cost? With the 
loss of Wilson and Ward, Laing 's breakdown, the damage of 
Trevelyan's official repute and the interruption of his usefulness, the 
increased acerbity of local jealousies, the consequent delay and loss 
of time in effecting real reforms — ^wiil these be balanced by what 
Wj^have gained and is what we have gained equal to what we might 
have had, if what you began early in 1859 had gone on undisturbed 
by external interference?^ 

’ Theoretically the powers of the Finance Member were nearly 
as large •as those of the British Chancellor of the Exchequer, but 
in practice there were great diflerences. In England the Treasury 
has always wielded great influence, and the rise of democratic* 
government has not substantially weakened it. The Iixlian 
Finance Member inherits no such great traditions, and his 
influence greatly depends on support from the Viceroy. Tliis 
question received much attention from the Eoyal Commission on 
Indian Expenditure (1894-1900). Sir Auckland Colvin stated 
before it that after 1885, when military considerations gained the 
upper hand, the powers of the Finance Member to control expen- 
diture came to be undermined. Sir David Barbour supported this 
view and opined that the Viceroy held ^he key. If the Viceroy 
supported the Finance Mefiiber, the latter was ^till powerful 
against his colleagues, ♦but for some years military consideratioiiB 

♦ 

* Letter to Lord Caaniug, 11 June 1861. ^ ibid. 
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were in the forefront, chiefly owing to the Eussian scare on the 
north-west frontier.^ 

These views were not shared by several other witnesses, 
including ex-Viceroys like Northbrook, Eipoii and Lansdowiie. 
No doubt, the Finance Member did not have the power of the 
Treasury in England, but it w’^as not possible to place him in the 
same position as the British Chancellor of the Exchequer. Lord 
Cromer, sometime Finance Member, agreed that the Viceroy had 
great power, but he was not in favour of weakening it, as it was 
his function to give a unity of action to the whole CTOvernment.^ 

The Commission did not find reasons for suggesting any modi- 
fication in the existing position. ‘ When questions of national 
defence, or, it may be, of spirited policy, have gained the public 
ear, financial considerations lose weight, not only in India but 
elsewhere, and the balance can only be restored if, and when, 
the public ceases to demand large expenditure 

§5. The Budget System 

Wilson's greatest achievement in India was the establishment 
of the budget system, whereby the financial estimates of each year 
are arranged, considered and approved by the Legislative Council 
before the year commences. The object of the new scheme was 
clearly expounded in the Financial Eesolution of 7 April 1860, 
which was published in the Government Gazette for general in- 
formation. It explained the advantage of framing estimates of 
the anticipated income and of the proposed expenditure of the year 
before the year commences, especially in the case of a large country 
like India with several provincial administrations and lai;ge 
imperial departments.^ Provision was made for systematizing both 
civil and military expenditure. A Military Finance Commission had 
already been appointed^ to scrutinize the military accounts and., 
carry out economies. It was ordained by the resolution of 7 April 
that the whole of the accounts of the various departments of the 
army, after examination by the several provincial Governments 
should be transmitted to the Military Finance Commission, and 
that the Commission should transmit the aggregates to the Audit 
Board for audit. This Commission was later reconstituted and 
designated the Military Finance Department, and a resolution of 
the Military Department dated 6 July 1860 laid down detailed 
instructions for the guidance of the new department. 

A similar committee was appointed by a resolution of 11 
May 1860 to report on the manner in which the specific sums 
granted in the budget should be placed to the credit of the various 


^ Mepoft (1900), vol. IV, pp. 18-20; also vol. I (Evidence), qq. 1856, 1869, 2924. 
^ Vol. TI, pp. 213, 518. ® Beport^ p. 21. 

^ Moral and Material Progress (1860-1), p. 17 et seq. * 

« 29 lune 1859. 
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spending departments, tlie inode in which sueli expenditure should 
be acconrited for to the local accountants, (he way by which tlie 
local accounhuits should account to the Audit Department, and 
the maiiner in whicli the x\udit Department should he eoubtiintedw^ 
A committee was also appointed on G July to scTTitiiuze all the 
civil charges, the civil and military policies and public worts, 
wnth a view to carrying out economies. 

The Budget and Audit Committee in its interim report sub- 
mitted two alternative schemes for improvement. The plan, 
which was eventually accepted, was a combination of the English 
and Indian systems. The duties of the Auditor-G-eneral under the 
English system were assigned to the Accouniant-Deneral, and the 
local accountants under him carried out detailed audit ol the local 
accounts. 

Later the Committee laid before the Government a classified set 
ol the budget estimate forms to be used mulei- the new system, 
and these forms were approved by the Government and were 
circulated to all civil departments and provincial Governments. 
The various heads under which appropriation should be made were 
also drav^n up by the Committee. 

After giving effect to these recommendations, the Government 
constitutec^ the Auditor-General and the Head of the Military 
Finance Department into an Imperial Audit Board, with instruc- 
tions to act tpgetlier in all matters of general organization, policy 
and economy as affecting estimates, budget, audit and accounts. 
In other respects they worked as independent heads of the civil 
and militaxy finance departments. 

The advantages of the new system were : (1) it ensured a com- 
plete review beforehand of the income to be expected and the 
expenditure to be incurred in the year; (2) it ensured scrutiny 
of expenditure; and (3) it led to the formation of all-India 
-standards of account and audit. 

The •budget system thus brought into being did not for a long 
time come under popular control of any kind. Till 1872 the 
budget was presented annually to the Legislative Council with a 
speech by the Finance Member describing the financial portion 
of the country. Technically no budget discussion was possible, 
as under the Indian Oounciis Act of 1861 the Legislative Council 
could not meet for other than legislative business. But in reality, 
the budget proposals were discussed, sometimes rather fully, in 
connexion with the taxation bills which were generally introduced 
along with the budget. As we shall see, Lord Mayo in particular 
gave opportunities for a full discussion of the financial position of 
the Government. But between 1873 and*1876, there were no such 
Finance Bills, and the Annual budget was not even presented to 
the Council; it was merely published in the Gazette of India in 
the form of a minute. In 1877, when fresh taxation had to be 
imposed, the system of presenting budget proposals to the Council 
7 
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was revived, but this lasted only till 1883. Between 1883 and 
1892 only two budgets (1889 and J890) were presented to the 
(.^onncil and the rest were printed in the Gazette, The right to 
discuss the budget was not granted to the Imperial Legislative 
Council till the Indian Conncils Act of 1892 provided for a general 
discussion of the financial statement. Provincial budgets came 
into being in 1872 but they were not then presented to the 
Legislative Councils.^ 

The first budgets varied in form and content. The credit of 
systematizing the Indian Budget Statement goes to Sir David 
Barbour, who in 1890 divided it into two parts, the first part 
dealing with general policy and the second containing details of 
financial results. From 1900 the first part bore the signature of 
the Finance Member and the second that of the Finance Secretary. 

§6. Improvement of Accounts and Audit 

The system of accounts then in vogue was defective in many 
ways. The Company’s system of accounts — or rather lack of 
system — survived the Mutiny, with all its ‘ obsolete entries, irre- 
coverable balances ’ and ‘ complicated inter-presidential and inter- 
departmental payments and advances ’ , which led ^ to great 
confusion.^ Soon after the transfer from the Company to the 
Crown, the Government decided on an inqniry, j^nd in 1861 
obtained the services of two officers of the British Treasury, M. H. 
Foster and H. W. S. Whiffin.^ They scrutinized the system of 
accounts of the Military and Civil Departments, and in the case of 
the Public Works Department, they were associated in a Commis- 
sion with officers of that departr^ent. Their report was presents 
in September 1862, and in accordance wdth their recommendations 
the systems of accounts of the various departments were modified 
with a view to increasing clearness and accuracy, and thus made*^ 
to accord with the new budget system introduced by Wilson. 

Under the old system the record of revenue and charges in the 
annual accounts differed widely from the actual income and the 
actuai expenditure out of the ways and means of the year. The 
revenue received in a year was sometimes credited as a receipt of 
the previous or the next year; and similarly the expenditure of a 
year was not the same as the actual disbursements of that year. 
The cost of stores was aiot necessarily charged in the year of pur- 
chase against the ways and means of that year, but was debited 
to a separate stores account. Th6se defects were removed on the 
recommendation of the Commissioners, and the records of revenue 
and charges in the regular books of accounts were brought into 


^ See cb. siii. * Supra, p. 48.^ 

* Eepoft of the Commission of Inquiry into the Constitution and the Mode of 
Conduct mg the business of the Financial Department androf the Officers of Audit 
and Account attached to that Department (Posfcer and Wbiffin), 7 September 1869. 
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accord wiili the actual receipts and payinents of tlie year, luoiithly 
accouiitb of audited receipts and charges wciv ^iihsiituted for an 
annual account winch contained parity iinaiiditecl cliajges, and tlie 
coinpietioii of the revenue and thiaiice accounts earlier than under 
the old sjstein was ensiued. ThcbC iiupioxeinents were first 
cauTied out in the Jlevenue and Finance Aceoiiiiis of 1861--3 and 
]8fir5™6. 

The civil, military and public works accounts were formerly 
in a disjointed state. These accounts were entered m the books 
of the three presitleiitdes, and were not brought togtlier in a com- 
bined all-India account. This inteifered wdtii the central control 
ovei* finance, and made the Government of India’s supervision 
inelfective. This was luctified by bringing together the accounts 
of tiie presidencies and jiroviuces ui the books of the Comptroller- 
General of Accounts, and thus the Government of India came to 
exercise an effeciive control over the fmamiul administration of 
India. 

Under the old system, the accounts in India did not tally with 
the Home accounts. This w^as i-emedied by exdianging with the 
India Office a revised form of lialf-yearly account current. 

The pre-audit system was maintained, but its wairking was 
improvcdiwith a view to making audit and payment simultaneous. 

Above all, the budget estimates were simplified, re-classified 
and rendered uniform, so that all the estimates could be brought 
into one general budget statement for the whole of India, includ- 
ing the receipts and expenditure in England. An efficient system 
of audit of all accounts was also established. 

Although these improvements were made in tlie light of British 
'Sxperience, the Indian budget Sind accounts systems did not lose 
their individuality. As the Eoyal Commissiou on Indian Expendi- 
ture pointed out, imjx>rtant differences existed betw'een the 
British and the Indian financial systems. In England, the central, 
accomrt of the State kept at the Tre?isury was made uf> daily, aiul 
every evening the (diancellor of the Exchequer obtained an account 
of the income and expenditure at the dose of business on that day. 
The great Eeveiiue Departments in London paid daily inlo the 
account of the Exelieciuer at the Bank of England all the money 
wffiicii was collected in London or received from the provinces. 
The Treasury issued daily certain imprests from the Exchequer 
account to tlie spending departments. These Excheciuer receipts 
and issues formed the basis of ^ the British budget. 

The Indian system was necessarily different. It was based 
on revenue to be actually received and^ expenditure to be actually 
defrayed within the year,, but the process of ascertaining them 
was necessarily slower. The revenue was collected in 266 district 
treasuries, at wliicli the expenditure within the districts was 
defrayed. Staten^nts of receipts and issues were promptly sent 
to the headquarters, and such information reached the Finance 
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Member at Calcutta soon after every month was out, and by the 
close of that month an account of the revenue and expenditure 
throughout India during the previous month was made up. Such 
a delay was inevitable in a country of vast distances like India. 
One inconvenience resulting from this is4hat, as the Indian budget 
is opened before the close of the year, the results of the completed 
year cannot be given. Hence the need for a revised estimate for 
the expiring year, which, according to the rules, was to be made 
up of the actual revenue and expenditure of the first eight months 
and an estimate for the remaining four months of the year.^ 
Thus three statements were required in the Indian budget. The 
budget estimate for the ensuing year, the revised estimate of 
the expiring year, and the actuals of the previous year. In the 
case of Grreat Britain and other western countries, there has not 
been any need for revised estimates as the budget is generally 
presented after the close of the financial year. 

The divergence between budget estimates, revised estimates 
and actuals was very pronounced during the first ten years after 
the budget system was introduced. In nearly every year, the 
actuals varied greatly from the estimates, and even frSm the 
‘ revised ’ estimates. This is particularly notable in the four years 
beginning with 1865-6. . « 


Year 

Estimate (£) 

ActuqJ, {£) 

1865-6 

-336,000 

-1-1,500,000 

1866-7 

-73,800 

-2,500,000 

1867-8 

... -H ,764 ,478 

-1,000,000 

1868-9 

... -t- 1,890,000 

-2,542,861 


The estimate for 1868-9 was for a surplus of ^1*89 millions, 
but the revised estimate disclosed a deficit of £839,000; and when 
the accounts came, the actual deficit was found to be £2*5 millions. " 
Such recurring discrepancies evoked much criticism in the Inlperial 
Legislative Council. W. H. Massey, Finance Member, attributed 
the divergence partly to the ‘ precise ’ method of accounting 
adopted in pursuance of the report by Foster and Whiffin. But 
the principal cause in his opinion was the vastness of the country. 
He said : 

The Government of India is charged with the general super- 
intendence of five great subordinate Governments and three minor 
administrations. It is no easy matter to exercise a political control 
over distant dependencies; and the difficulty of such control is 
greatly increased when you |Tiave to supply and regulate the expendi- 
ture of these several states, varying as they do in the extent of their 
territory, in the 1‘aces by which they are inhabited, in their social 

^ Bat, with a view to getting as correct a revised estimate as possible, the 
Fmance Department used to wait for nine or even ten ^nontbs. Sir Eicbard 
Temple in Degislative Council, 19 November 1869. 
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and eoiiiiiiercial proji^resH and in every eiemeiii vihioii goes to const i- 
tiile a fixed guide and crif(‘rion in detenninmg, aeeordiiig to 
European ideas, the scale of expenditure suitable to each particular 
province. Accordingly, we are compelled to concede a wide, and 
practically an unlimited, discretion in such nnitiers to the local 
Governments and adininist»ration&, wlio are themselves forced to 
grant a large irnnisure of license to distant ministerial officers. Thus 
we have nol one budget to deal witli, but eight local budgets com- 
plete ill all their parts; and over neither one of these eight budgets 
has the supreme Government that control which is necessary for 
^ the purpose of finance.^ 

During liord Mayo’s viceroyalty, cndeavourB were made to 
rectify this defecd. But the uncertainties of the opium revenue 
i and the lack of a proper system of financial control in the Public 

i"" Works Department, made it difficult to make satisfactory budgets. 

In this connexion, Maym said : 

Acconnt is a record of fact, estimate is a matter of opinion 
and forecast; tliere is as much difference beivoeii an account and 
an estimate as there is between a good eight-day clock and the 
divining #rod of a magician. An American humorist, Mr Artemus 
} Ward, gave very sound advice to his disciples when he said: ' Never 

prophesy unless you know.’ Now, unfortunately, my Honourable 
friend ftl# Finance Member] is obliged to prophes,y when he does 
not know, when he cannot know and when no one else knows. ^ 

« 

However, thanks to the indefatigable labours of Mayo and his 
'i * Finance Member (Sir Eichard Temple), the discrepancies above 

noted were largely rectified. 

j The official year of account in India formerly closed on 

30 April, but from J 866-7 it closed on 31 March. This change 
j ‘ was made chiefly with a view to the earlier transmission of the 

annual accounts and estimates to England for submission to 
• Parliament, The transactions of 1866-7 were therefore confined 
to eleven months. 

1 ^ In 1871, a Select Committee of the House of Commons on 

East India Finance remarked in its interim report that it was 
unable to proceed with its work * in consequence of the aeeoimts 
^ of India not having been prepared in sncli a manner as to show 

the results which should be known to enable a judgement to be 
formed on important questions affecting the finances’. It there- 
fore recommended that instructions should be given to the 
^ Government of India, so that the accounts of the various Govern- 

ments in India might be prepared * on a uniform basis and in suffi- 
cient detail ’ and * with exact explanations of important changes 
j in system h® Accordingly, the Government of India carried out 

various modifications in thfe method of accounting and deputed 

m 

* Financial Statement, 1867-8, pp. 187-8. 

® LegMaiim Council ProeeBdings, 21 March 1871, p. 482. 

* SeUct CommittBe Beport (1871), p. iii. 
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E. F. Harrison, Comptroller-General of Accounts, to England to 
carry out fiirtlier improvements and to present tlic Govern- 
ment’s accounts to the rarhamentary Select Committee. After 
his 3 ’etiirn, a thorough reform was carried out, and the finance 
accounts of the Government of India^thus became clearer and 
more precise than before. 


§7. The Indian Currency System 


The need for currency reform was also pressed on the Govern- 
ment after the Mutiny. The position before 1858 may be briefly 
sketched here. In the eighteenth century, gold, silver and copper 
coins of numerous denominations passed current in India. Gold 
mohnrs were used in Bengal and Bombay, and the gold pagodas 
of Madras freely circulated in the presidency and were used in 
the payment of revenue. Side by side with them silver rupees 
of various denominations were also used, but four varieties 
eventually predominated, namely : 


Denomination 

Sikka rupee (Bengal) 

Surat rupee (Bombay) 
Arcot rupee (Madras) 
Lucknow rupee (N. India) 


Pure silver* content 
(grains) 

... 17t>*9 
... 164*7 
... H66*5 

... 165*2 


Only the first denomination (Sikka rupee) retained the full 
value of the Mogul rupee; th^ other three had deteriorated. 
Accounts in Bombay and Bengal were kept in ' current ’ rupees 
(representing the estimated value of the standard coin). 

The inconvenience of having a variety of coins was long felt; " 
a further trouble arose when gold appreciated after 182(f. The 
Company tried to maintain a parity between gold and silver coins, 
blit it soon became difficult, and by the working of Gresham’s 
law gbid was driven out of circulation. A 'drastic reform was 
therefore necessary. By the Currency Act of 1885, silver mono- 
metallism was adopted in India, with the rupee as the sole legal 
tender. The coinage of gold mohnrs was permitted by the Act, 
but it was not to be legal tender and had to pass at its market 
value. In 1862, public treasuries ^were prohibited from receiving 
gold coins. The new rupee was based on the Arcot rupee of 
Madras, weighing 180 grains and containing 166 grains "of pure 
silver. Half-rupees, quarter-rupees, annas and pies were also 
coined on a tfniform basis. Purtlier, tlie management of the 
currency was taken over by the Governor-General in Council, and 
henceforth remained entirely a central conc^n. Most of the 
Indian states also accepted the new currency partly or wholly, 
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and thus for the first time, the cnrrenc)^ system of India was 
unified* 

A paper currency was also in use before 1838 and this ^ave 
some elasticity to the currency system. Under the Acts of 18,19, 
1840 and 1843, the Presidency Banks of Bengal, Bombay and 
Madras were authorized to*issxie notes pajable on demand, but 
the circulation of the notes was limited to the presidency towns. 
Outside those towns, a discount had to be paid; even in Delhi 
and xigra, the discount came to Ee. 1 for every 100 rupees. Nor 
were they legal tender. Indian traders went on using Junidi^ in the 
traditional style. The Government had frequently to transport 
treasure from treasiuy to treasuiy, and in this work the ‘Native* 
army was employed.-^ Thus, the currency system of tlie lime was 
unsuited to the needs of modern economic life. 

Hh* (diaries Wood held strong views on currency. He took an 
active part in the measures leading up to the Bank (Jharter Act 
of 1844, and as Chancellor of the Excheifuer he had to deal with 
the monetary crisis of 1847. Wilson, the Finance Member, had 
also settled views on currency, and apparently they were not 
quite ill • agreement with those of Sir Charles Wood. Soon 
after his arrival, Wilson drew up a minute^ recommending the 
withdrawal^ of tlie paper currency then in circulation, the issue 
of Government notes with the authority of legal tender and the 
building up of a reserve in coin and bullion to the extent of a 
third of the notes issued, the rest being covered by Government 
securities. Wilson died not long afterwards, and it fell to Laing 
to put through legislation on these lines. The Currency Act of 
1861 carried out Wilson’s chief objects, but the constitution of the 
I’eserve was ordained on more ortl;odox principles which were then 
triumphant in England. Sir Charles Wood wrote : 

The sound principle of regulating the issue of a paper circulation 
is that which was enforced on the Bank of England by the Act 
of 1844f i.e, fhat the amount of notes issued on Government * 
securities should be maintained at a fixed sum, witJjin tlie limit of 
the smallest amount which experience has proved to be necessary 
for the monetary transactions of the country, and that any further 
amount of notes should be issued on coin or bullion, and should 
vary with the amount of the specie in the Bank according to the 
wants and demands of the public.® 

Wilson, with more liberal views on currency, might have 
resisted such a lead from Home, though perhaps without success. 
But Laing was prepared to follow the orthodox view; anyway the 
Act of 1861 restricted the fiduciary reserve within strict limits, 
following the example of England. Currency notes were not to 
be issued for gums below Es. 10. Wilson’s idea ♦was to make 
# 

^ I. T, Pritchard, op. cit., vol. I., pp. 9S-9. 

* m December* 1860. 

* Dispatch to the ^oyeromeBt of India, March 1860. 
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the five-rupee note the smallest paper currency, and this was carried 
out in 1871, when provision was made for the issue of five-rupee 
notes. A Department of Issue was established at Calcutta; 
Madras, Bombay and Eangooii became the other head offices of 
issue, each with subordinate offices in its circle. The Head Com- 
missioner of the Department of Issue was the Master of the 
Calcutta Mint; the Master of the Bombay Mint was also made a 
Commissioner. The notes issued by each head office were legal 
tender only within its circle. Notes were issued on the tender 
of current silver coin, standard silver bullion, other notes of the 
same circle or, if the Governor-General so directed, gold. By this 
reform the use of currency notes became popular, and that helped 
the growth of trade and commerce.^ 

Thus the Presidency Banks had to give up their right of note 
issue. To compensate them for this loss, they were made 
bankers to the Government and were entrusted with the manage- 
ment of the Government debt. In 1866 agTeements were entered 
into with the three Banks specifying these terms. The terms on 
which Government balances were to be held became the subject 
of frequent correspondence between the Government r and the 
Presidency Banks, but it is not proposed to deal here with the 
various changes that subsequently took place in this respect. 

The other measure on which the new Government set their 
mind was the introduction of a gold currency. Repeated attempts 
were made after 1860 to introduce a gold currency, but with no 
success. In 1864 the Chambers of Commerce of Bengal, Bombay 
and Madras, and the Bombay Association (representing Indian 
mercantile communities) memorialized the Government for the 
introduction of a gold currency,, and the Government, while un- 
willing to make the sovereign legal tender, saw no objection to 
permitting the use of sovereigns and half-sovereigns coined in 
England or Australia, and to receiving them in the public- 
- treasuries as had been done before 1852. Accordingly, the 
Government notified that sovereigns and half-sovereigns would be 
received in payment of Government dues as the e(|uivalent of 
Rs* JO and Es. 5 respectively. The Directors of the Bank of 
Bengal pressed for making those gold coins legal tender, but the 
Secretary of State decided that the time was not ripe for the 
a^doption of a gold currency. After 1873, silver depreciated and 
along with it the rupee ; the drastic changes which this necessitated 
in the currency system of India will be dealt with later. 


§8. Indian Financial Statistics 
# 

The varioug modifications sketched above have, perhaps, made 
the financial system more efi&cient and scientific, but they have 
certainly made the financial statistics of India (till 1885) of doubtful 

^ Moral and Material Progress (1872-3), p, 13, 
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valoCj at any rate for c'orii])ariHons irotu year to year or 
from period to period. Btatistical eompariBons arc not poKsible 
wJien frequent changes lake }>Iace in tbe method of keeping 
accounts, in the unit of account and in tiie licads oC income and 
expenditure. 

The ciianges in tlie system of accounts have already been 
explained. In the result, some heads of account which used to be 
lumped together were separated, while others were consolidated. 
Before J8e59, the expenditure was classified under three^ main heads, 
viz. (1) direct claims and demands upon the revenues including 
charges for collection and cost of salt and opium; (2) other charges 
in India; and (3) charges in England. Tlie second item eoiii- 
prised charges of the civil and political establishments, judicial 
and civil charges, public works including imiitary buildings, mili- 
tary charges, marine charges, charges of the Eastern Bettlements, 
mint charges and interest on debt." Wilstufs budget statement 
of 1859-60 classified expenditure under ten heads, namely, cost of 
collection, interest charges in India, military charges, stores (in 
England), marine chai'ges, civil charges,'* marine stores, stationery, 
mint, etc., miscellaneous, and guaranteed interests on railway 
capital. Wilson himself considered this classification to be un- 
satisfactory, and he contemplated, and his successor carried out, 
a more detailed classification of charges, and in the following 
year’s budget expenditure came under tw^enty-six heads. In the 
new classification, the cost of collection of the different items of 
revenue was given under separate heads; civil charges came under 
four separate heads (kw and justice, police, education and politi- 
cal agencies); and the different charges met in England were 
consolidated under tlie now famihar term ‘ TTome (Jharges ’ri The 
progress of classification did not end here. In 1885-6 the number 
of items increased to 45, and not long afterwards tiiey became 47. 

, Thanks to the efforts of Lord Eipon and his ¥imnve Member, Sir 
Evelyi^ Baring (later ]jord (jromer), a systematizalion took place* 
in 1885, and in the budget statement for 1886-7 the accounts of 
the preceding ten years were incorporated in a reclassified form. 
Even after tlliKS inform the accounts of tlie Government of India 
remained a mystery to most people. 

Other factors which undermined the comparability of accounts 
from year to year were (1) changes in regard to the entry of the 
expenditure, especially that on public works, of w^hicli on account 
wrill be given presently; and (2) the alteration of the financial 
year, which has been noticed already. 


^ Bir Richard Temple’s Memorandum on the Administrative Memures connected 
with Finance, January 1869. * 

* P. N. Banerjea, op. cii.*, p. 371. • 

® Civil charges included all political, judicial and police establishments and 
all non-military public works. 

* Prom 1875 the it|m ‘ Home Charges ’ was split up under four heads, namely 
India, provinces, England and exchange. This last item disappeared in 1899. 
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The mystifying nature of the Indian accounts led to complaints 
from Parliamentary select committees and royal commissions. In 
]88f5-6, the accounts of the years from 1861-2 were recast, but 
even the majority report of the Eoyal Commission on Indian 
Expenditure (1895-1900) did not think it safe to accept the figures 
given except for the totals of income* aaid expenditure; and the 
minority report regarded even the totals as unreliable and accepted 
only the restatement of accounts by Lord Cromer which went 
back only to 1875-6P 

Another cause of confusion was the alteration of the unit of 
account at different times. The unit of account in common use 
has always been the rupee; and the Government received their 
revenues in rupees. But, for a long time, the unit of account for 
budget purposes was the |X)und sterling. Indeed the detailed 
accounts of the Government were kept in rupees and the only 
transactions in pounds sterling were the charges in England. The 
use of sterling in financial statistics caused some confusion owing 
to the difference between the English and Indian systems of 
notation, but the confusion became worse confounded when the 
rate of exchange between India and England began to fiuctuate 
from 1873. Before that date the rupee was nearly always equiva- 
lent to 25. and this had been fairly steady from 1835 when the 
rupee became the legal tender. It was therefore easy fo convert 
rupees into pounds, but from 1873 the value of silver declined 
and the rate of exchange between the rupee and the pound 
began to vary from day to day. From 25. it fell to l5. L/. 
in 1893, but owing to the closing of the mints in that year the 
rupee appreciated to l5. id., and in 1898 it was stabilized at that 
rate. The ratio remained at that level up to* the outbreak of the 
Great War. 

Two results follow from the depreciation of the rupee and its 
stabilization at a new parity. Firstly, this makes the chrono- 
logical comparisons of Indian revenues of doubtful accuracy^ owing 
to the change in the value of the unit of account. Thus a revenue 
of Ee. 1 crore would have been £1 million before 1873, but 
only £666,667 after 1898. Secondly, a further element of specu- 
lation'^ was introduced into the Indian budget, which was even 
otherwise largely e matter of speculation. The budget is always 
made up before the beginning of the financial year, and no 
financier was able to say exactly, in advance, how much the 
sterling obligations would be during the ensuing year. If the rate 
of rupee exchange rose, the Home. Charges became lighter, but if 
it fell, their burden was enhanced thereby. If the * budget rate 


^ Report and Mtnntes of the Royal Commission on the Administrahon of the 
Expenditure of India, vol. IV (Financial Beport, 1900), pp. 31 and 164. 

Stephen Facoh stated that a fair comparison conld not be made of the expendi- 
ture of years prior to 1876, owing to the different modes of keeping accounts, See 
Tol. I, p. 186. 
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i.e. tbe rate estimated in the budget, happened to be higher than 
the average rate during the year, there would be a deficit; if 
lower, there would be a surplus. As the Home Ghaigos went on 
glowing, especially after the increased investment of foreign 
capital in India, the fluctuation of exchange became an embarrass- 
ing factor to the Indian Goi-ernment. Up to 1886, such deficits 
were the rule owing to the demonetization of silver, and the 
Government entered under the heading ‘ loss in exchange ' the 
difference between the actual rupee exchange and the traditional 
standard, which was 2^. After 1886, the Government adopted 
the system of giving the expenditure in India in the new" unit of 
‘ Rx/ (10 rupees) and the expenditure in England in £, The 
loss in exchange was then given in Ex. and in the fourth (‘olumii 
the total expenditure was given in Ex. In 1886 the jmeounts of 
the previous ten years w"ere recast on this basis. When the rupee 
was stabilized at the new parity of L?. 4rf. in 1808, the above 
system was given up and the pound sterling was again adopted 
as the unit of account in the Indian budget, but the conversion 
of rupees into pounds was made on the basis of Es. 15 per £, 
The loss ^ in exchange was hencefoiward debited to the Gold 
Standard Eeserve.^ 

All these changes have tended to mystify and confuse the 
student of •Indian finance, and it is necessary, therefore, to be 
careful in dealing with the statistics of tlie nineteenth century. 


^ C. H. Vakil, Ftnanctal Developments m Modern huha, pp. 86-92; K. T. Shall, 
Sixty Years of Indian Finance^ pp. 42-57. 
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THE FINANCING OF PUBLIC WOEKS 
§1. The Need for a New Policy 

In go field of administration was the change of policy after the 
Mutiny greater than in public works. Before 1858, there was 
indeed a Public Works Secretariat of the Government of India, 
but the progress of public works was slow.^ Lord Dalhousie 
gave a great push forward to public woiks activity, and during his 
period of office the outlay on public works (exclusive of railways) 
rose from £250,000 per annum to £2,000,000 per annum. Yet, 
the public works undertaken were chiefly for military purposes : 
road-making proceeded too slowly; irrigation made little progress, 
except in Madras and the North-Western Provinces; and railway 
construction was advancing at a snail’s pace. In 1857 there were 
hardly 300 miles of railway in India. 

The Government had long realized the economic v^lue of irri- 
gation to the country as well as the financial gain to themselves; 
but the Company, huckster-like, shrank from all schemes that 
involved large monetary expenditure. Any large scheme of public 
works had to be financed by loans, but loans were generally raised 
in India only for ' extraordinary occurrences ’ like war, and such 
loans naturally raised some alarm in England. Whatever public 
works were carried out by the Government had been financed out 
of current revenue, and the increase of such burdens on the 
taxpayer was naturally unwelcome. 

After 1858 various circumstances brought home to the Govern-^ 
' ment the imperative need for adopting a forward policy in regard 
to public works. Firstly, ‘the occurrences of 1867 as Sir John 
Strachey tells us, ‘ gave such manifest proof of the enormous utility 
of irnpmved communications that the systematic extension of roads 
in connexion with the main lines of railway, which were gradually 
coming into operation, was among the measures most earnestly 
taken up when the financial pressure caused by the Mutiny had 
subsided Secondly, the expansion of commercial agriculture 
and the growth of plantations resulting from the rapid increase 
in the demand for Indian primary products in the growing 
industrial areas of Europe impressed the Government with the 
need for the extension of roads, railways and irrigation works. 

^ The Public Works Secretariat of the G-overnmeat 'bf India was constituted in 
1850; in the same year, provincial departments were established in Bombay and 
Madras. 

® Finances and Public Works of India (1882), p. 87. 
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Tlie cottoD-g rower of Bombay and Berar, the jiite-^rowei* of 
Bengal and the tea-planter of Assam were badly in need of roads, 
and this demand forced its attention upon tlie (doYenmieiiL 
For the moment, however, the pubhc works that interested 
the Government of India most were militaiY burraeks. As 
Trevelyan said, the mania took possession of tlie mind of adnuiiis- 
trators, and much money was devoted to the construe I ion of 
barracks from 1865. Soon, how^ever, the Government were roused 
from this preoccupation by the terrible famine of Bengal and 
Orissa in 1866-7. While the grain nuirkets of Bengal 'were glutted 
with food-stuffs, a third of the population of the neighbouring 
region of Orissa died of starvation, because there was no means of 
transporting the grain. With a great effort, grain was brought by 
sea, but it took a long time to carry it from the f‘oast io the 
stricken people in the interior,^ This terrible experience ojieiied 
the eyes of the Government more than anything else to the urgent 
need for making more roads and railways. In the Financial 
Statement for 1867-8, Massey said : 

If axij doubt has hitherto existed as to the expediency of 
engaging in great and extensive schemes of irrigation, that doubt has 
been completely dispelled by the lamentable events of the last yean 
There can no deliberation in dealing with famine, and the issue 
forced upon the Government has been, not whether it shall engage 
in speculations which may yield an uncertain profit, but whether 
whole districts of the country shall be exposed to a periodical depopu- 
lation for want of those preventive measures wFich human power 
can command.^ 

The Introdiictmuof a New Policy 

The urgent need for more irrigation works and railways was 
recogni 2 :ed, but the question that remained to be solved was as 
to what# agency should finance them. Tlie Government had 
always been reluctant to borrow for such pur|x}ses and therefore 
sought private companies to undertake the work on a guarantee 
basis. JrTivate companies did come forward, and a few railways 
were constructed; but owing to the use of too cosily materials 
and lack of experienced operatives, progress was slow, losses 
were great and a heavy burden fell on the public revenues.'^ 
Similarly, the two canal companies that took up the 

^ According to Pritchard, the delay in. providing relief was largely due to the 
hnrememtio methods of the Governments m India. Theie was a triangular duel 
between the* Viceroy, the Governor of Bengal, and the Board of Bevemie of 
Bengal. i%e Board of Eevenne was asked for an eiipianation, and m their repl^, 
they took their stand on the inf|lliblp gospel of ImsseZ’-faire I See Indim Admini-^ 
stfatioUp voL I, pp, 239*43. ♦ 

^ Legislatim Gmnctl Ptomedings, S March 1867, p, 143, 

** The Great Indian Peninsular Company began work m 1866 between Bombay 
and Thana. Next came# the Bast Indian Bail way, the Madras Bailway, the 
Bombay, Baroda and Central India Bail way and the South Indian Bail way. 
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Tungabliadra and Orissa canal projects expected quick returns and 
spent more money than was originally estimated, and so they were 
faced with financial ruin. Lord Canning was a firm believer in 
private enterprise, and it was he who entered into an agreement 
with the East India Irrigation Company; but its operations on the 
Mahanadi Delta were proceeding too slowly, and, owing to the fear 
that land revenue would be enhanced on the irrigated land, the 
landowners gave a cold reception to the new canals. Thus, the 
canal construction was put off, and in the meantime the rains failed 
and famine broke out in Orissa. The Madras Irrigation Company 
had similar experiences with the Tungabhadra Canal. Both the 
Companies exhausted their funds and appealed to the Government 
for financial assistance or for further guarantees. 

This raised an interesting controversy. In 1863 Sir Charles 
Wood (Secretary of State) invited opinions from Indian Govern- 
ments about the soundness of entrusting migation to private 
enterprise. Sir Henry Maine argued against private enterprise, 
on the ground that air, light and water must never become private 
property. Sir John Lawrence (Viceroy) objected to it on the 
ground that it would be unwise to place the people of India at 
the mercy of a British joint-stock company for the supply of such 
an important article as water. The Secretary of State decided 
that these -works should be carried out by the Government with 
surplus revenue, available balances, and, failing these, loans. 
Massey, in his Financial Statement for 1866-7, said that there was 
ample scope for both the Government and private companies. 
After all, a trading company had ruled the whole country for over 
a century without creating dismay among the people. However, 
the central factor to be taken^ into account was that the profit 
from irrigation would accrue only gradually. Therefore only a 
Government could have the interest to wait; for in India, there 
was, especially in those days, a vital connexion between irrigation 
and public revenue. Hence the anxiety of the Government to 
supply the ryot with water for his fields. 

It was accordingly decided to finance irrigation works by loans. 
Ma^gsay announced in April 1867 that in future the expenditure 
on irrigation works would be financed by loans, and that only 
the interest on the capital would be met from current revenues/ 
Then, there arose another difficulty. Two rival schools of 
engineers were engaged in a controversy about the technique of 
irrigation works. ‘ We have had differences of opinion,’ said 
Massey, ‘ differences likely to arise between eminent engineers, 
as to the mode in which these works should be carried** out. . . . 
Whilst that conflict was raging, it was difficult for an unskilled 
Government |io take upon itself to pronounce an opinion.’ Thus 
these learned discussions went on, while the people of Orissa died 


^ Financial Statement, 1867-8, 
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ill large iiuiiibej’s, Pritchard naively reniarkB : ‘ It waK as if t\ui 
surgeons allov'ed a patient to die of haaiiorrhage while the} tlis- 
piited about the kind of bandage that slioiikl be used to stop the 
bleeding/' 

At last, the Viceroy made up his mind. The appointment of 
Colonel (afterwards Sir) Iticliard Strachey as Biipermteiidoiit of 
Irrigation was a good beginning. He prepared a scheme of irriga- 
tion works, and the scheme soon received the approval of the 
Home Government. On 81 March 1868, the '\Tceroy placed 
before the Council a statement of the irrigation projects eonieni- 
plated or started in the different provinces. He also pointed out 
that although the Government were anxious to carry out irrigation 
works, and had accepted the principle of financing them by borrow- 
ing, the utmost care was necessary that more designs should not 
be taken in hand than could be carried out wiili due regiarcl to 
economy and to their resources which consisted of borrowed 
money. The Government also obtained the services of thirty new 
civil engineers from England. ‘ It was the peculiar duty of the 
Government of India’, said Lord Lawrence, ‘to see that all 
proper preKjautions are taken to prevent the hasty or wasteful appli- 
cation of borrowed money to new works; and at the same time 
to provide^ all needful funds for the prosecution of works of 
ascertained utility and satisfactory design.’^ 

The new policy was pushed through, and its success was 
due chiefly to the enthusiasm of Eichard Strachey.^ The irriga- 
tion enterprises in Orissa and Kurnool were purchased by the 
Government at great cost, but the ventures directly undertaken 
by the Government were more successful. Up to 1880-1, the outlay 
on irrigation works from borrow^^d funds came to £12,600,000 
(including the purchase of the Orissa Canal woi’ks). The produc- 
tive works proved profitable to the state, and yielded a net return 
of 7 per cent, even in 1880. 

« 

§3. Constmetion of Railway fi hij ihe State 

In regard to railways also, a similar change of policy look 
place soon afterwards. The Mutiny demonstrated the importance 
of railway extension, but the operations of the companies 

^ op. cit,, ¥ol. I, p. 250. See also Select Committee Report on Bast India 
Finance (1878), pp. 149-50 (Trevelyan); 855-7 (Lord Lavrence), Also Impeml 
Gazetteer 1 vol. Ill, pp. 828-30. Report of the Indian Irrigation Commmmn 
(1900-8), Part I, pp. 27-8. • 

^ Speech on 31 March 1868, Legislative Gomteil Proceedings, p. 288. 

® Major •General Sir Bichard Strachey, eider brother of Sir John Strachey, 
was an engineer and held many high posts; was^ Consulting Engineer, Baiiway 
Department (1858); Secretary, p.WJ). (1862); Superintendent of Imgation (1866); 
Inspector-General of Bailways, India OiBSce (1871) ; Presidenl of the Indian 
Famine Commission (1878-9)»; acted as Finance Member and Military Member of 
the Supreme Council (1878-9); Betired and became Member of the India Council 
(1879-89); Member of Herschell Committee on Currency (1892), He colla- 
borated with his brother in the work, Finances and Public Works of Inim* 
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proceeded too «li>wly, and ilieir hii>ine'^s position was far from pros- 
perous, As Bir William Deuisou, (loveixior of Madras, wrote, the 
guarantee system tlire\T on the (lOYenimeiii the greatest risks of 
railway construction with ilio least, jrariicipation in profits/ and 
be suggested tliat tlie (lovernment wmuld benefit by directly 
undertaking it with borrowed money! Laing, Finance Member, 
wrote tiiat in the guarantee system all the advantages of private 
enterprise were neutralized. The Yiceroy, Lord Canning, also 
agreed with these views. The guarantee system thus became dis- 
credited, and opinion grew steadily that the state should directly 
const met railwajs, but the depressed condition of the Government 
finances stood in the way of immediate action. An attempt was 
umde to companies, at Uaist lo construct feeder lines with 

no Government guaiantee, but without mucii success. Modifica- 
tion of the old guarantees was also tried, but all this was not 
calculated lo push on nulvvay construction at the pace rec|uired in 
the conditions of the time. 

In the case of railways, as of imgation works, a foiavard step 
was taken by Lord Jiiuvrence, when he v^ais Aheeroy, In a 
dispatch of 1867, he pointed out that it would be »politically 
dangerous and economically embarrassing if large investments of 
private capital from abroad were made in India, and^that direct 
railway construction and management by the Btate was desirable 
and feasible/ These views were supported by the members of 
his Council and by several expert engineers. It v^^as also suggested 
that all the railways in India should be ultimately acquired by 
the Government. But the Secretary of State did not approve of 
the proposal Sir Stafford Northcote was a firm believer in 
lamez-faire, ^ 

]n JHbl) the Government of India’s suggestions met with a 
better response from Whitehall, us m the meantime the Duke of 
Argyll htnl become Secretary of State. In a Minute of 9 January, 
. 18G9, TjohI Lawrence crushinglv refuted the arguments«^ against 
railway constriaUion by the State and established that under the 
guarantee system the whole profit went to the companies and the 
whole loss to the Government. A vigorous onslaught was made on 
thp**goBpel of Mmz-faire in this Minute. ‘ It is an abuse of 
language to describe as an interference witli private enterprise what 
is only a refusal to support private speculators and to guarantee 
them from al! possible loss by the credit of the state, or to allege 
that the investment of (capital by private persons is hindered by 
Cxovernment executing the works when private persons refuse to 
do so at their own risk.^ There was not the slightest dpubt that 
the Government, with their long-standing experience of public 
works in the^ countjy, could execute such works more cheaply 

^ Dispatch No. 68 (Bailway), 27 July 1801. 

* E. Sfcrachey seems to have drawn up tbe scheme. J. & B. Strachey, op. at., 

p. 91. ^ .r F 
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tlijiii Britisli eoiiipaiiies wliich had little experience of Indian 
eoiiditioos. 

It litid beefi su^pteslod h\ tlie Beeretary of Ktate that state 
activity Hhoitkl be eoiiiiiied to * political ’ linen and that ‘ coiomer- 
cial ’ liiieH siiookl l)c‘ left piivate enterprise. Tiord Lawrence 
pointed out in reply that under such an aiTan^^'einent the (loveriv 
liient would take all unproliiable hues and leave all the profitable 
ones to private eouipanies, and into the bargain the companies were 
guaranteed against loss. Natural]}, state effort would be dis- 
credited under such i-ondiiions. Therefore both ‘ political * and 
' eonimercial ’ lines should be constructed by the same authority, 
so that the loss on the one might he made good by the profit on 
the other and the (Tovernnient should take up both.^ Lord Mayo 
accepted the same policy, Rtid the arguments were pressed in a 
Dispatch of J1 ]\Iurch 1869. The Becretary of State finally agreed 
that thc^ time had arrived lor a change of ixiHcy in this direction 
and advised tlie (lovernineni to raise money so far as possible 
in India and to keep a strict eye on economy a^nd efficiency,^ 
A scheuie was prepared at once for the (nnsiruetion of 15,006 
miles of railway, comprising fifteen different lines. 

• §4. The Progress of Public Works 

Lord Mayo took a great deal of interest in public works and, 
deviating from precedent, he took charge of tiie Public Works 
portfolio along with Foreign Affairs, chiefly because much of the 
increase of expenditure was in that department. As the member 
in charge, he made it a point to make an annual statement of 
the work of the department in ihe Council and in this he was 
far ahead oi his time. In 1870 he told the Council about The 
great advantage that would be derived, if members of ('‘oiincil in 
•charge of the great spending departments, would lay before their 
colleagues a short abstract of the mode in which these great sums 
of money have been, and are lo be, disf)osed of in order to give 
to the public an opportunity of knowing in detail how these Bums 
are likely to be expended ’C ^ 

In 1868-9, the actual expenditure of the Public Works 
Bepartment was largely in excess of the budget grant. Eicliard 
Stracliey pointed out that ‘ the excess must be attributed to a 
failure on the part of the controlling oiiieer>s of the (Public Works) 
Department in the important duty of limiting the supply of funds 
to the disbursing officers, within*the limits assigned by the grants 
regularly. made by the Finance Department for the several heads 
of service under which the public works? expenditure is divided h 

• • ♦ 

^ J". E. Stmehey, op. eit., pp. 406-7; N. Sanyal, Indmn BmlwaySf p. 76. 

^ I)is|)atcli, 15 July 1869, 

® LeguMtm Coumtl^PfOemiings (1870), pp. 249-68. 

^ LegistuUm Cmmil Pw$0d%ngs (1870), p. 238. 
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ilowtwer, iie also added in extenuation of iiiis irregularity : ‘ When 
it m remembered among how many diiferent provinces this outlay 
is divided^ and further among how many disbursing officers and 
on how many separate works the sum 1ms to be distributed j the 
amount of individual irregularity is much less than might at first 
sight be supposed/^ 

In the year 1869-70 the total estimated expenditure of the 
Public Works Department was £8 millions of which £5*3 millions 
were spent on ' ordinary ' public works and £2*6 millions on 
* extraordinary ’ public works. They were distributed between the 
provinces as follows : 


£ £ 
Madras ... 835,000 N.-W. Provinces ... 805,000 

Bombay ... 1,450,000 Punjab ... 866,000 

Bengal ... 1,360,000 Central Provinces ... 328,000 


Owing io financial stringency, these grants had to be cut down 
in the middle of the year by about ^*800,000. To this must be 
added the amount given as interest on account of the Eailway 
Companies under guarantee, i.e. 1>1,570,000. Even then, the 
outlay was large. Mayo estimated that the expendible of the 
Government of India on public works was 17 per cent, of the 
total available net revenue of India, which was put at £28,900,000.^ 
Nearly all the railway lines till then constructed were on the 
broad gauge (5 ft. 6 in.).*'* As their financial results were not 
encouraging, Lord Mayo decided to economize by constructing the 
new lines on a metre gauge (3 ft. 6 in.}. In his opinion the 
narrow gauge would meet the ;i'equirements of India for a long 
time to come. He told the Legislative Council in 1871 ; 

Jf a gentleman of small means, who proposed to start upon a 
^ journey, purchased an elephant in order to carry a donkey-load of 
baggage, I am afraid that his friends would consider him to be 
possessed of that limited amount of intelligence which nature has 
bestowed upon the humbler animal. 

Mayo also suggested a change of policy in regard to irrigation, 
but he recognized that there was one great difference between rail- 
ways and irrigation. The benefits from an irrigation work were 


^ Legislative Council Proceedings (1869), pp. 840-1. 

* The total aei revenue was calculated by deducting from the gross revenue 
all imperative charges like costs of collection, interest payments, pension charges, 
etc. See Lcgulatwe Council Proceedings (1870), p, 239. • 

® The chief exception was ^he South Indian Eailway, which was constructed 
on the narrow gauge. 

LegisMim CouncAl Proceedings (1871), p, 440. A difeence of opinion arose 
on the question of gauge. W. T. Thornton read a* long paper on this subject 
before the Institution of Civil Engineers, London, and a hot discussion on it 
continued for seven evenings 1 See Thornton, The Mehiim Advantages of the 
S fL 0 in. Gauge and the Metre Gauge for the State^ Railways of India ' 0-87$). 
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reaped In the peui^k of a limited area, aiul therefore it was but 
fair to luc‘alize respoiihibilii> in re/^ard to that. He said : 

Ever\l)od.\ beeius to desire irrigation, bui many seem io desire 
that soiuebtKiy eise should pay for it. But as a matter of principle, 
the people in Madras shoutd not pay for ilxe enrieliBieiit of the 
Piinjal), nor the people of Bengal for the irrigation of Riiidli. Clnloss 
the Cioveriimeui are supported in orgaui/ing a system by which Ihese 
■viorks can be construded without placing further serious charges 
upon imperial revenue, 1 greatly fear that many of these important 
operaiions may noi be underiaken at all, or if they are iinrlertaken 
they may rim Ihe risk of being slopped before they are finished d 

His idea was that these works must be self-supporting. ‘We 
inuht Of^tablish h he said, 'a system of irrigntioii finance that will 
throw the main hiu'den for the repayment of the capital and 
interest expendcHl on these works upon the lands which benefit 
by iheiii.’ I'be cost and returns of each nork must be known, 

‘ We desire to separate as much as possible the finance of 
the reproductive operations from the ordinary finances of the 
Empire.’ 

It was this conviction that impelled Lord Mayo’s Govern- 
ment to pass the Northern India Canals and Drainage Bill in 
which it was sought to impose a compulsory water rate on the 
wbole area supplied by an irrigation work. It was supported by 
Bichard Temple, John Strachey, and others who w^erc firmly con- 
vinced of the justice of a compulsory rate, but several other influ- 
ential persons disagreed on various grounds and in the end, 
although the bill was passed by the Council, it failed to receive 
the assent of the Secretary of State. ^ 

Another step taken by Lord Mayo for extending the facilities 
of irrigation was to place on a secure footing the traditional takkam 
system. It was not sufficient to provide large irrigation works 
•and the main ebannels. A large number of smaller channels were • 
necessafy to bring the water into the fields, and they were iieglecied 
in several places owing to want of capital. This caused delay 
in irrigation works being properly utilised and made them in- 
effective in preventing famine. It also put oif indefinitely'*' the 
day when the (‘anals would give an adequate return on the capital 
invested. Accordingly a Land Improvements Bill was passed by 
the Council in 1871. The Madras Government objected to it on 
the ground that it would result in the ‘ reckless spending of 
millions It was also remarked that the central Government was 
trying io throw on private inSividiials the financial burden of 
works vrfiich it was the duty of the state to carry out. Lord 
Mayo, who was greatly instrumental in* carrying out this logisla- 
tion, referred to the suedfess of the system of Government advances 
which was in operation in Ireland especially during the great 

* Speeck m 31 Maifk 1871. LegtsUUpe Comcil Pfoo$ed%ngu, p. 441. 

hegUlaUm Gomml Ptme^irngs ( 1871 ), pp. 671-717. 
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fauliiifi tlion*. ‘The whoh' lio said, ‘worked like clock- 

work, with fjreat advantage to the cnnntry and without the 
smallest risk of pi’esent or future loss to the state.” 

Ill the same year an Act was also jiiissed to enable munici- 
palities and other local bodies to boi'TOw from the Government for 
carrying out public works.® These three Acts w'ere very helpful 
in the extension of local public works. 

The borrowing programme of the Government from 1869 will 
be dear from the following table which gives the annual outlay on 
state railways and irrigation works, and the amounts raised by 
loan. 


Year 

Outlay on public 

Amount raised 

tcorki i itiaordinaiy 

bg loan 


£ 

£ 

1869-70 

... 2.7)99, 614 

5,681,431 

1870-1 

... 1,167,810 

3,626,235 

1871-2 

... 1,628,474 

■2,544,285 

1872-6 

... 2,184,569 

2,063,922 

1873-4 

... 3,653,307 

... 


Totnl ... 11,133,774 

13,915,873 


Of tlie ^13 millions thus borrowed, ^1*5 million was repaid in 
1872-3, and the balance was £12*4 millions. Of a total of 
£13 niillioBs borrowed, ^12 millions was raised in England. A 
Resolution of 1873 laid down an annual borrowing programme of 
£4| millions, but for various reasons, this was later reduced to 
£S millions, * 

Besides tlie outlay on ‘ exiraojxl inary ’ public works mentioned 
above, considerable sums were spent on 'ordinary* public works. 
Generally sucl) expenditure was larger than the outlay oii^‘ extra- 
ordinary * works mentioned above. 

The return from capital works cannot accrue immediately. 
Nevertheless, owing to the nature of the works selected, the 
Gofernment did not incur any loss. The canals paid 6 per cent, 
and the railways 6 per cent, on the capital invested. To this must 
be added the indirect benefits, the increase of economic prosperity 
and the prevention of famine. 

§5. Military Barmcks 

A large part of the public works carried out during £he period 
consisted of buildings for the housing of European soldiers in India. 
A Royal Commission reported in 1863" on the very insanitary 

* Legulatwe Council Proceedings, 28 September 1871, p. 647: also 1870, 
pp. 497-500 md 1871, pp. 157, 613, 643-9. 

® Legishtwe Council Proceedings (1873), pp. 4-8 md 611-3. 
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comiltioBH ill which the British soldiers in India had to live. 
Although Hir Charles Napier, when Comiiiaiicler-in-Ciiief, had 
carried out some improvements before the Mutiny, mosi of tlie 
baiTa(*ks outside the Punjab cvere of one store}, imperfectly ven- 
tilated and with ill-arranged dramage. Borne of Iheiii were tem- 
porarily put up to house* the new European force of 20,0011 
additional nien whom the Mutinj brought into the country. Lord 
Elgin wuis impressed by the Sanitary Commission’s proposals, and 
ill I860 he decided to eonstriK't new barracks, and appointed CoL 
W. A. Crommelin in charge of the scheme A Lord laiwrence was 
even more coiivinc^ed in the matter, and he decided, after some 
ccinsultation, to put up two-storeyed buiMiiigs, as it was opined 
by various authorities that sleeping on the ground floor was often 
the came of malaria. The total esiimated cost was between 10 
and 12 million pounds. Trevelyan wanted to spread the expendi- 
ture over five years and to raise part of the amount by 
loans, as it would be unfair to put the whole burden on current 
revenue. The Beeretary of State therefore deckled that * when 
the surplus revenue and available balances prove insufficient to 
supply the reipiirements of the country, funds, by means of 
loans, shall be raised’.^ Massey continued this policy and for 
two 3 “ears a part of the funds was borrowed.'^ But subsequently 
doubts arose about the advisability of borrowing for nnremunerativc 
purposes, and it was decided, and the Secretary of State insisted, 
that the new military bnildings should be financed from ordinary 
revenue. Thus barracks ceased to be extraordinary works, and 
year after year between one and two million pounds had to be 
spent on barracks, and this generally formed more than half the 
annual expenditure on ‘ ordinary i works A Further, the estimates 
were largely exceeded owing to the rising prices and wages. 
The cost originally estimated was £180 per soldier; the actual 
•cost came to £250 per soldier.^ The result was that * noble 
struciunes, providing for the married and unmarried Boldier quarters * 
ecfual to the best to be seen in any country, were rising up at 
Allahabad, at Lucknow, at Hyderabad, at Poona, at Bangalore, 
at Indore and at many other stations/® but as a result there were 
frequent deficits. 

Sir Charles Trevelyan, among others, severely criticized the 
policy of constructing barracks at such excessive cost. In his 
evidence before tbe Select Committee on Bast India Finance, he 
said : 

Every now and then a fever, a sort of epidemic, takes posses-^"' 
sion of the public mind; the idee, the mania of an individual, becomes 


* Epsoliition, 2 July 186S. * Financial Sfeatemeat, 1865, 

* Financial Statement, 1867. 

* B. Btrachey's evidence before tb© Select Committee (1872), qq* 6855-9. 

* W, A. Crommelin^ evidence before tbe Select Committee (187S), qo. 56-75. 

* Temple’s speech, see LegMutm Cmncil Promedingi (1869), p. Iw. 
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iiiteiisifiecl when ii upon the public mind. AVell, wc had a 

fewer of mtiiiaitan a f<nr yrar«? ago, and one rcmili of that is, that 
ihe people of India luue been let in for an expenditure of €10,000,000 
or 4311,000,000, inucdi the lart^esi pnriion of which ha«^ been entirely 
ihrowii away, in neu hameksJ 

Trevelyan quoted ihift as an exaifiple of Indian expenditure 
increasing abnormally oming to influences from Home. Grant 
Duff questioned the stateinont that the barracks were forced 
on India by the Becretary Stale, but Trevelyan held Ins 
ground, 

Anoilier line of criticism was tlial the plan of the building* w^as 
not suited to all })arih of India. ‘A standard plan’ for barracks 
WRH screpted for the wdiole of India, hut that was rather unsuit- 
able. Sir Barile Trere wrole : 

Of all crotcheis, ibis * standard plan ’ crotchet is the most 
runaway of hobbic^s. Of courst^ th(‘ liarnicks can be built according 
to ihe ‘ standard but tliey must be at best iif'cessarilA’' unsuitable 
in a ratio varying as the distance of tbe site where they are built, 
from the spot where the standard-plan-makor learnt his notions of 
comfort. 

Frere was therefore in favour of each province building barracks 
suited to its conditions and needs. i, 

Let us all try who can do best for our soldiers with the money 
you can give us. Let us compare notes and learn by each other's 
success or failure and then in ten years' time, you may be able to 
fell how soldiers should be housed in each province. But the 
‘ standard’ set up by experience for one province will always diSer 
more or less from the * standard ’ of its neighbours.^ 

Sir Charles Trevelyan had apparentlv given Ms consent to two- 
stoiTyed buildings in 18G4,^ but in 1873 he %^ehemently criticized 
tlie whole policy. He said : 

The particular kind of hiiildings two or three storeys Mgh pre- 
senting large surfaces (d stone and brick and tile to the Indian sun 
was totally unsuited to the circumstances of the country; the true 
mo^pl is the Indian bungalow.'^ 

However, in 1870, it was resolved that upper storeys were only 
necessary in damp places. In the hill stations a much less 
expensive style of building was adopted. The total expenditm^e 
on all military wwks in the period 1862-72 "was £10,800,000 or 
an average of one million pounds a year. 

♦ 

^ Seieei CmnmiUee Beport (ISTS), q. 41B, 

® Letter to Ti^¥elya», M Nowuiber 1863; * see 'J. Martineaii, op. cit., vol. I, 
p. 430. 

« Mimte, 19 March 18B4. 

^ Select Committee Report (1873), p. 23; but in 1864, he said: ‘ I agree with 
the downor-CS'eneral in preferring upper-storeyed foarraefe. ... I am entirely 
against the cottage system/ See Minute, 19 March 1864* 
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§6. Ptiblir Works Adminhfrafkm 

When the policy of cRrryin^’ ont public works with borrowed 
funds was adopted in 1897-8, the works so undertaken hetman to 
be called ‘ Ext raoi'd inary Public Works’, as they were not paid 
for out of the ordinary re\enne of the year, and a separate account, 
.sliowin^^’ capital, interest and working expenses was kept for eacliP 
This practice, in some form, seems to have obtained since 1855, 
but Wilson did away with that distinction betw^een * ordinal y’ 
and ' ext i'a ordinary ’ expenditure, as both w^ere drawn from ciOTcnt 
revenue." With the resort to loans, the term ^ extraordinary ’ did 
have a real higniticanee. But * extraordinaiy ’ public works com- 
prised not only remunerative wmrks, but others wdiieh w^ere of 
doubtful remunerativeiicss like the Orissa irEqaiion woiks and the 
(^alcuita and S.E. Eailwa> and even unproduclivo works like tlia 
milila]'} l)arra<*ks, Such works were indeed needed lor protection 
against famine or foieiun invasion, but it wns necessary to separate 
productive public works financed by loans from other works 
financed from the current revenue. That part of the debt con- 
tracted for works regarded as remunerative was marked off from 
the ordinary or unproductive debt and was charged to the capital 
account. JPhis new system was explained in the Public Works 
Resolution of July 1873. 

The introduction of tlie new public works policy necessitated 
changes in administrative machinery. A central Secretariat had 
been in existence since 1854 to control irrigation, railwuiys, civil 
and military buildings and communications. Owing to the growing 
complexity of its activities, this Secretariat w^as later split up. 
In 1863, an Inspector-Oeneral ofi Military Works was appointed; 
and in 1867, a similar Inspector-General was appointed for irriga- 
tion. Richard Stracdiey was the first holder of the latter post. 
*ln 1866, three branches of the Public Works Secretariat were 
formed^ each under an assistant secretary : the Military Works * 
Branch, the Civil Works Branch (ijicluding Irrigation) and Rail- 
ways; and in 1870, the Public Works Account Department was 
recognized as a fourth branch of the Secretariat with a deputy 
secretary in charge. In the following decade the Military Works 
Branch was completely separated from the Public Works Depart- 
ment and became part and parcel of the army organization. Thus 
ended the connexion betw^een the Public Works Department and 
military works. 


^ J, & B. Siracliey, op. cit., pp. 94-5. ‘ Tlie tratb Is thafs these so-called 
oxtraordmary public works . . air© only extraordinary on account of their magni- 

tude and of the difficulty, at all fimes, of providing for them dut of the ordinary 
revenues. In no other s«nse are they extraordinary. ’—John Strachey in the 
Legislative Council, 1868. 

® Sir Bichard Lemple, Memorandum cm MminutraUm MmMnem comeeied 
mith Fimme (1869). 
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The conBiiltit)^ enpueerK for railways were originally under 
the pro?iiK*ial GoTaninicnts. With the oonstroctioii of railways 
by the State, greater (amt raliEa lion in the iiancls of the Ciovernnient 
of India hoeanie ne(*e^sary, and it was moreover undesirable to 
have lines which traversed more than one provijice under the 
{‘ontrol of the various provincial Governments. The consulting 
engineers became officers of tJie Government of India, except in 
Madras, Bombay and Burma, where they remained secretaries for 
railway purposes to the Io(*al Governments. The Bengal Govem- 
ineiii cojiiimied to have some control over the Eastern Bengal 
Eailway. 

The growth of the Public Woi*ks Department may be seen from 
the following table showing the expenditure on public works in 
the five d(YeimiaI >ears 18422], 1852-3, 1862-3, 1872-3 and 1882-3. 
Tt also brings out the total expenditure of those years and the 
proportion that publii* works expenditure bore to total expenditure. 
It must be noted that in the public works expenditure is included 
not only capital outlay by the Government but also wmrking ex- 
penses of the state j*ailways and canals, together with all charges 
for interest (namely, interest paid to guaranteed and subsidized 
companies, and interest debited in respect of capital outlay on pro- 
ductive works even when that capital wuas not actually^ borrowed 
but was provided out of revenue). Thus it represents all the 
financial transactions both on capital and on revenue account.^ 


Expenditure tm Total 


Yfar 

pubhv wort, 

£ (mlhom) 

m 

expendifu re 
(mtllions) 

m 

Proportion 
(1) to (2) 

1842-3 

•19 r 

21-43 

•96 

1852-3 

•63 

25”27 

2-53 

1862-3 

... 4-40 

37-75 

11-58 

J 872-3 

... 12-52 

56-87 

21-96 

1882-3 

... 23-71 

73-09 

32-45 


* Moral md Material Progress (1882-3), pp. 268-4. 
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THE LAND EEV15NUE SYSTEM, mHAdOi) 

§1. Modifications in the Tax System after lt<58 

The transfer of tlie Government of India to tlie (''rown was 
followed by some changes in the revenue system of British India. 
Until 1838, land revenue formed about one-half of the total 
revenue of British India, and fiscal monopolies in opium and salt 
contributed about 30 per cent. Customs, excise and oilier indired. 
taxes b]‘ought in very little, and there was no tax on income. 
This antiquated revenue sjmtem, which pressed so heavily on land 
and so lightly on non-a^^ricnltural inconies, was modified after 
1858, largely owing to the needs of the central Government. The 
first Finance Member, James Wilson, enunciated some new prin- 
ciples in his budget speech. ‘All taxation’, he said, ‘must be based 
on the postulate of perfect equality and justice as between the 
different classes of the community/ He also laid down that ‘all 
taxation must be in accordance with sound commercial and financial 
policy’.^ Accordingly, he introduced a direct tax on income and 
reduced the burden of indirect taxes. The principle of free trade 
which he enunciated was subsequently put into operation by 
Strachey and Baring, who were even more ardent in its advoca(‘y. 
But after 1914, the tide turned and customs duties were gradually 
increased, first in the interests of revenue and later with a view 
to protection. 

Important changes were also made in the assessment and col- 
dection of various taxes. In this chapter and the next, the 
princijwl revenues of India during the period under survey will * 
be dealt with. 

§2. Proj)()sal for extending the Permanent Settlement % 

A standing complaint against the Government throughout the 
nineteenth century w^as that the liigh land revenue assessments 
in the temporarily settled tracts were responsible for the frequent 
outbreak of famine in the country. Colonel Baird Smith, who 
was appointed by the Government to inquire into the famine of 
1860, hejd this view, and he made a strong recommendation in 
favour of ‘ fixing for ever the public damand on the land h He 
wrote : . . ^ 

It may be suppoised that a great sacrifice of public revenue is 
involved in the concession of a perpetually fixed demand on the 

^ Budget speech, 19 Fabraary 1860. 
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pari Gcnwinnenl. It in to bo observed, however, that, with a 
single eNeeplion lo be noticed separaielj, ihe recent icndeiicj of the 
measures of Ooveriiiiient has shown a different coiiTictioii, and Indi- 
cated a belief that its iui crest s are best secured, not by general 
{3nhancH‘iueui, but by general lightening of its demand on the land . . . 
The land would enjoy ihe beuedt of s^iieh accumulations and as a 
necessary consequence of the inei’etised prosperity of that class which 
must always be tlie very core of native society, and with the 
strength and the weakness of which the social fabric generally must 
always lia\e (he aciitc^si sympathy, trade and commerce and general 
wealth would not only imu’case, but as 3 "ears passed on the commu- 
nity must grrnv stronger and stronger and the risk of its collapsing 
uiiclcn* any such calamities as that we are now" considering would 
gradually become less and less.^ 

Of the provincial Governments, Bengal, of course, supported 
iho proposal. The North-Western Provin(‘es favoured the intro- 
thichon of the Permanent Settlement on the ground that it would 
save the expenditure on periodical r(*-settleruents and would 
eiiliance the prosperity of the people by increasing* the investments 
in land and by raising the value of landed property.^ On tlie 
other hand, the Punjab Government pointed out that the public 
fisc would lose by making the Government demand permanent. 
Tn most parts of the <‘oinitry, land values were ineimsing, and 
the rising prosperity of the landed classes justified a higher burden 
on land, but that would not be possible under a permanent 
settlement. On the Supreme Council Frcre and Laing supported 
the proposal. The Secretary of State (Sir Charles Wood) reviewed 
the whole question and resolved to sanction a permanent settle- 
ment wherever the existing settlement was equitable and fair, 
and wdiere no considerable increase in the revenue was to be 
expected. Tt was anticipated that these conditions were fulfilled 
in the greater part of northern India. 

Lord Lawrence, who became Viceroy in 1864, proceeded to' 
carry out the intentions of the Secretary of State. But found 
great practical difficulties in the way. In 1864-5, it was decided 
not to make the settlement permanent in the case of estates or 
villages where the cultivated land did not amount to four-fifths 
of the cultivable area. Subsequently, the extension of irrigation 
works in northern India made it unprofitable for the Government 
to carry out a permanent settlement. 

In ]871 this question was further investigated by the Select 
Committee of the House of Commons on Bast India Finance. Sir 
Charles Trevelyan and Lord Llwrence gave evidence strongly 
siipporting the extension of the permanent settlement on the condi- 
tions prescribed by Sir Charles Wood. Trevelyan cited the example 
of Bengal. '•Bengal is the garden of India; it is a wonderful 


Beport, 14 August 1861. * 

® Minutes, 6 and 21 December 1861. 
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country. ^Notmthstanding all the mistakes which were made, and 
the deteriorating, disqualifying circumstances, especially the hid 
that the persons with whom the settlement warn made were not 
really the owners; notM ithsianding all that, Bengal has flourished 
wonderfully under the Permanent Settlement.’^ Lord Lawrence 
emphasized the unsettling •effect of the thirty years’ settlement 
and said that permanent settlement would encourage the investment 
of money in land and the gradual growth of a middle class. ^ On 
the other hand, Sir Eobert Montgomery, Sir Charles Wingfield and 
others disapproved of the proposal to extend the permanent settle- 
ment, on the ground that it meant a large sacrifice of prospective 
revenue, especially in periods of rising prices.^ This latter view 
appealed to the Select Committee at an early stage of its sittings, 
and it recommended (187J) that the proceedings in regard to 
permanent settlement should bo suspended. 

The controversy continued. The coup de grdCG came in 
1883, when the Bem*etary of State finally agreed to the abandon- 
ment of the policy/’ This decision was largely influenced by the 
fall of the rapee after 1873. In 1885, however, a resolution was 
passed by Lord Eipon, in which it was affirmed that (1) the State 
should claim its share of the unearned increment on the value 
of land, (2) a rise in prices was to be regarded as one of the indi- 
cations of*this increment, and (3) revision settlements should be 
made less arbitrary and uncertain and less troublesome to the people 
by ordaining that enhancement of revenue should be made mainly 
after an increase in the value of land. 

In 1900 E. C. Dutt carried on a vigorous propaganda for the 
extension of permanent settlement, and in this he got the support 
of several retired British officers with long experience in India. It 
was claimed by them that a permanent settlement would insure 
the country against famine, and would increase the happiness and 
.prosperity of the people. The Indian National Congress also took 
it up #ud passed resolutions condemning the temporary settle- . 
ments. But Lord Curzon gave a crushing blow to this agitation 
and vigorously exposed the fallacy of connecting temporary settle- 
ment with famine. His views are contained in the famous 
Resolution of 1902, "" 

It is interesting to trace the change of opinion among Indian 
politicians and economists on the question of permanent settle- 
ment. In 1900, following the lead of E. C. Dutt, the Indian 
National Congress and other public bodies vehemently supported 
the permanent settlement, as the ideal land revenue system for 
India; but since then, nationalist opinion on this subject has 
undergone a revolutionary change. The .more advanced politicians 
and economists have cope .to consider the permanent settlement 


* Selmt Committee £eportt qq* * iMd., qq. 445^847. 

« dp. cit (1871), qq. 19S8-9S; 928 - 4 . ^ Bispateh Ho. 38 March 1888- 
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m an ineqiiifcabie contract and many of them want to overthrow 
Nor m this the only Biibject in which Biich a drastic change 
has taken place in nationalist opinion. 


§.1* Land Setllemenls^ in (hr Genh'aJ Provinces and Ondh 

Soon after the AFuliny, land settlements took place in the nevidy 
created Central Provinces and in Ondh, vchich came under British 
rule in IHoO. Subsecinenthn Assam (1874) and Burma (1870-.19f)4) 
also came under settlement. The land system of the Centra] 
Provinces was chiefly based on that of the North-Western Pro- 
V!iK*cs fwiili wliiel) it was previously connected), but show^s some 
peculiar features. The resemblance is seen in the system of survey 
and in the priiuuple of assessment. The position of the malgiizars 
was difremit. from that of the zamind’ats of Bengal and the village 
commuuiticB in northern India. Home of the malguzars were 
zainindar.H owning large estates preserved from partition by the 
custom of primogeniture ; others were village headmen, but the 
great majority of tliem were individual landlords whose rights 
against the cultivators were regulated by Iaw.“ The settlement 
was made for 20 years, and the malgiizars were given the right 
of selling or mortgaging their lands. The fTOvernmeftt demand 
was limited to one-half of the rental of estates. Subordinate 
tenures were recognized. The position of the actual cultivators 
was safeguarded by the Tenancy Act of 1883, which recognized 
three classes of tenants : absolute occupancy tenants, occupancy 
tenants and ordinary tenants. Provisions were also made for 
restricting the alienation of home farm lands by proprietors and 
for prohibiting transfer of rights by occupancy and ordinary 
tenants. This placed the land revenue system of the Central 
Provinces on a proper basis. 

Oudh was annexed in 1856, and settlement operations began’ 
in 1860. The land revenue wais setiled with talukdars, wlio were 
local chiefs in possession of large estates and of great popular 
influence. At first, the idea was to regard the talukdars as 
usiifpers and to make settlements with the subordinate village 
proprietors. This made Oudh one of the storm centres of the 
Mutiny. In 1858 Lord Canning issued a proclamation reviving 
and perpetuating the old talukdari system. He said : * Be assured 
that long as each one of you is a loyal and faithful subject 
and a just master, his rights and dignity as a talukdar will be 
upheld by me and by every representative of your Queen and 
that no man shall disturb them.'® The insurgents who made their 

f 

^ * Tbis cliaage <of view k well refiectea in E. T.^ Sbah’s Sixty Years of Indian 
Finmoe^ pp. 235-9, where he attacks the Permanent Settlement. However, as 
lata as 1919, a member of the Madras Legislative Connei! brought for'ward a 
resohition for the introdnetion of permanent settlement. 

® Moral and Material Progress (1882-S), p, 137. * 

® I. T. Pritchard, op. cit., voL I, p. 34. 
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submission received back their old estates; those mho had proved 
loyal ilyoughoot received large additiunai lands assessed in ficr- 
petail} at a low rental. The adoption of the ciisioni of piiiiu)* 
geniture and the conferment of the freedom to devise b) will also 
strengthened their posilioa. In J9tK) the Ondh Bellied Kslales 
Act was passed with a view* to regulating family sell leiiienls and 
preventing the decay and disintegration of ancient estates. Tlte 
rights of under-proprietors w^ere also recognized. The Proclama- 
tion said : ‘ As the (lov eminent has been generous to you, so do 
\oii be geiieinus to those wdio hold under }ou, down to the liiiial)lcst 
tiller of the soil. Aid them by advances of mono} and other 
indulgences to increase the productiveness of the land, and set 
them an example of order and obedieiiet^ to ,your ralersP A 
Tenancy Act was passed in 1886, but it nia} be mentioned that 
in Ondh the occupancy right cannot be actfuired b} prc'scripi ion. 

§4. The Beorgayiizalion of the Madras Sysifin 

In the older provinces except Madras hardly any important 
change took place in the revenue system after 1858. The methods 
of revenue survey and settlement w^ere improved from time to 
time, and •unsuccessful attempts were made to introduce a perma- 
nent settlement. 

The two chief types of settlement in Madras were the 
zamindari and the lyotwari. The details of the zamindari system 
were fixed long before and underwent little change during the 
period under sniTey. The ryotwari tenure underwent large 
changes. 

Munro’s settlement was defective, as already shown. The 
rates fixed by him were too high, and a large share of the estimated 
net produce was taken by the Government. Mnnro also intro- 
educed money payments, but as tliis (‘arne at a time when pri(*es 
were illliiig and money was becoming scairce, it only added to * 
the burden of the ryots. Munro’s survey was also defective. The 
instruments used were crude and tlic subordinaieB employed were 
untrained : it is said that by the time he had completed his BU|w^ey 
a revision was necessary. All this called for a survey and sekle- 
meiit on a more scientific basis. 

The correspondence relating to the new survey lasted for about 
ten years. The Madras Survey Department had been in existence 
since 1800 for trigonometrical wmrk, but in 1858, under Colonel 
Priestley, it took up revenue suTvey work also. In 1903 it came 
under the Board of Eevenue. The chief characteristics of the 
new scheme were a cadastral survey •combined with a perfect 
topographical survey on^a tHgonometrieal basis and tlie laying of 
permanent boundary marks. It was based on the English method 
and yielded correct results. In order to avoid resurveys, the Land 
Eecords Department was organized for fhe purpose of maintaining 
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boiindary inarka and iiidieaiing vluiugeB of ownersbip on tiie field 
map. 

The basis of assessment was not finally settled in 1855. At 
first the idea was to demand 25 per cent, of the gross produce; 
but in 1864 it was decided that thcjiet produce, i.e. the value 
of the crop after deducting cultivation expenses, should be the 
basis of assessment and that the Government demand should be 
limited to 50 per cent, ot the net value of the crop. The period 
of settlement was fixed at 80 years. As the ryot had the ‘ freedom 
of cultivation h nhieii meant taking* up or relinquishing 
lands during the year, an annual ‘ settling up ’ or jamabandi 
became nec*essary in order to ascertain tlie actual revenue due from 
liim. 

The new revemie settlement comprised the following operations : 

(1) A careful inquiry into tlie agricultural conditions of the 
district, conducted by the settlement officer himself, involving a 
Biu<Iy of the rainfall, the liability to drought, recent fiscal his- 
tory, the state of irrigation, communications and markets, and so 
forth, 

(2) Classification of soils carried out by a subordinate 
establishment. 

(3) Determination of gross produce and its value jn cash on 
the basis of a commutation price fixed with reference to the 
average market price during the previous 20 non-famine years. 

(4) Assessment of revenue rates. 

(5) Preparation of a register showing survey number, area, 
soil, assessment, etc., of every field and the issuing of pattas to 
the ryots A 

Settlements on the a!)ove lings were begun in 1861 and district 
after district was taken up. As each district took several years 
to settle, and as revision was due every 80 years, settlement 
operations became a normal and continuous Government activity.^ 
The Settlement 13epartment was placed in charge of a Director, 
who in 1892 became also the head of the Agricultural Depart- 
ment. From 1889 he had been a member of the Board of 
Revenue. There wm much opfxisitioii from the beginning to 
the" periodical enhancements of revenue. In 1882 Lord Ripon 
laid down the rule that in districts which had been surveyed and 
settled, there should be no enhancement of the land revenue except 
on the clear ground of an increase in prices. This principle was 
embodied in the Madras Settlement Manual of 1887, Accordingly, 
grain values were to be unalterable; but the assessment would be 
revised every 80 years, according to the money value of the 
standard crop. Nor was^the classification of soils revised, so long 
as it was found equitable. In practice, -however, the assessment 
was heavy in some parts and light in others. 


^ Moml mii Material Progress (1882-3), p. 142, 
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Tile yiiebtion wlieiher the water rate sliuaW be coi0|>iilhory or 
optional came up for discusbion at an early date. Lord Lawreiiee, 
the Duke of Ar«jll and others were tinuiy convinced that a foin» 
piilsoij \\ater rate 'would cause serious iroable. ‘1 would alinost 
not make a canal at all, lio\ye\or luucdi I desnnd to do bo, rather 
than make it obligatory on them (the cultivaiorBj to take 
water/ said Lord Lawrence to the Belect Committee on East India 
Finance.^ Several others, mcluding Stracliey, thought, on the 
other hand, that the compulsoiy levy of the water rate was justified. 
In the result, the water rate was made optional in Bengal, but was 
declared compulsory in most parts of Madras in 1900. TIu^ wuater 
tax w^as consolidated with the land tax, and the lyot had to pay 
it wheilier he took the water or not. This arrangement in 
Madi'as was chielly due to the fact that while in northern India, 
water was conducted along water-courses boi'dering tlie fields, in 
Madras waiter fiowed from field to field, and conserjuently it could 
not be excluded from a field surrounded by irrigated fields.^ 

A tenth of the presidency was under inam tenure. Imms are 
grants of the State’s interest in land, made in perpetuity or for 
a period, ordinarily in the form of an assignment of the land 
revenue derivable from a given area. Such grants had been made 
lavishly ii\ the eighteenth century, but after British occupation 
efforts were made to restrict them and this led to some disaffection 
in 1847. In 1858 a special Commission was appointed to inquire 
into the whole matter and as a result a large number of inams 
were enfranchised and assessed at a quit-rent in perpetuity.^ 

§5. Changes in the Bombay Land Revenue System 

% 

In Bombay, a system of survey and settlement was introduced 
as early as 1835 by Goldsmid and Wingate, and it was legalked 
*by an Act of 1865. A single department, under a Commissioner, 
controITed both the survey and settlement operations. The Covern- 
ment of Bombay was opposed to a permanent settlement, although 
it agreed that, reckoned in produce, the settlement must be per- 
manent. The rise of prices, in its opinion, necessitated periodical 
revision of assessments. 

The revision settlements in Bombay began in 1866 and 
created some controversy. The abnormal demand for cotton in 
the early ’sixties produced a boom in prices, and a prosperity, 
more apparent than real, set in.^ The high prices formed the basis 

^ Eepori (1873), qq. 4455-60, 

* See Moral and Material Progress (1901-2), p* 159. B. C. Butt tboiigM tkat 
tk© compulsory rate in Madras wa^s due to the autocratic attitude of tlie Madras 
0overament and the lack of ‘influential educated public opmioft in the ryofcwari 
tracts: see India in the fteiorian Age, p. 498. Butt forgot that the Tanjore and 
Godavari Districts were among the most advanced in the country. 

* Enfranchising an ^nam meant its conversion to private property by giving up 
the reversionary right of the Crown. 
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for the revision of aBseBsments, and naturally tlie new rates were 
pitched In boujc cases, the new assessnieiits were between 

50 and 60 per cent, higher than the old. But the inevitable 
skimp came, with all the usual undesirable consequences, Ciilti- 
vaiors foimd themselves unable to pay the land revenue and to 
repay the lar^e debts they had contracted. Agrarian disturbances 
followed, with rioting and violence of various kinds. Dadabhai 
Naoroji, giving evidence before the Select Committee of the House 
of Commons in 1873, attacked the iwenue enhancement and 
remarked that a rise of prices due to exceptional and temporary 
causes need nut have been taken into account for revenue revision.^ 
To inquire into the causes of the Deccan riots, a Commission 
was appointed in 1875, consisting of two Bombay officers and a 
northern India civilian, Auckland Colvin (afterwards Lient.- 
Governor of the North-Western Provinces). The Commission 
dealt chiefly with tlie question of indebtedness, and devised 
measures for settling the exorbitant demands of mon(\y lenders. 
A memorandum by Colvin discussed the weaknesses of the revised 
settlements.^ The Government took steals to restrain the money- 
lenders, and with this object in view the Deccan Agriculturists’ 
Belief Act was passed in 1879. In the same year, a Land 
Eevenue Act was also passed, which placed the ryots of the pro- 
vince on a secure footing. But no substantial change"* was made 
in the principles of assessment. The high rates of revenue were 
maintained, and in the opinion of Sir William Hunter, * the funda- 
mental difficulty of bringing relief to the Deccan peasantry is 
that tlie Government assessment does not leave enough food to 
the cultivator to support liimself and his family throughout the 
year 

The revision settloment continued. By 1899, only half the 
villages in the presidency had been settled. The assessments con- 
tinued at tiieir high pitch, till the end of the century, and led 
to a smouldeilng discontent wliich expressed itself in many^ways. 

§6. Incidenee of Land Revenue 

THie growth of land revenue from 1861 may be seen from the 
following table in which five-year averages of land revenue in 
British India are given 


Year 



£ 

1861-5 

. . . 


... 13,287,000 

1866-70 

... 

* • * 

... 13,327,000 

1871-6 


* « « 

... 13,977,000 

1876-80 

... 

» ♦ # * • 

... 14,076,000 


^ 8ekct Committee Report (1873), qq. 6507-34. 

" Dated 8 Ko?ember 1875, 

* Moral and Material Progress (1901-2), p. 161. 
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i ear 
I SSI 5 
1885.110 
1891-5 
1895-1900 
1900-1 
1901-2 


9 -' 

I1J1H,0U0 

15.022.000 

17.005.000 

17.970.000 
J 8,252,000 
19,101 ,415 


Thus the laud rercuue iiuTea^ed by UO juillions iii 40 years, 
Biiniig the same period, the area imder <*idtiTafcio{i expanded 
largely; population increased l>y 73 pei eenh; the fonlgii trade 
of the country quintupled itbclf; aiid ihe large rise of prices 
lightened the I'eal burden ot taxation. 

In the permanent]} settled areas, liie iall of inciden(*e has been 
great. AVIien the selileinent was made iji Bengal, the assessment 
fixed was as Ingli as tcn-ele^eu 1 hs of the estimated rental, but 
owing io ilu' in<*rea.se m the area under cultivation and tJie letting 
value of land, the assessments subsc<|uently fell to a lourth or 
fifth of the gross rental. 

In tlie temporarily settled tracts, tlie Government’s settlement 
policy has been marked by a progressive moderation. This is most 
conspkaioug in the (*ase of the North-Western Provinces (now the 
UMted Provinces). In 1812, 90 per cent, of the net assets was 
taken as land revenue in the province of Agra; but by 1855 it was 
reduced to 50 per cent. The ‘ Saharanpur Pules ’ of that year 
limited the Government demand to half the net assets. There 
has been a further fall subsequently, due partly to the decision 
to leave im taxed prospective assets and improvements made by 
the landlord, iillowances were ajso made for the vicissitudes of 
the seasons and for the precariousness of cultivation.^ When 
Oudh was resettled, the Government demand was pushed down 
to 47 per cent, of the net assets. In the temporarily settled tracts 
of Onsai, Hie pi'oportion of the Government demand to net assets 
fell from per cent, in 1822 to 54 ])er (*ant. in 1990, and the 
fall (‘ontiniied.^ Tn Madras, the adoption of the half-net rule 
reduced the incidence substantially, and assessments fell by 25 
per <*ent. between 1860 and 1900. In 1851-5, the average incideliee 
was Rs. 2*44 [)er 0 (‘f*upied aero; but by 1898, it had fallen to 
Bs. 1*87.'* The same is largely true of Bombay also. 

It is extremely difficult to calculate the incidence of land 
revenue accurately. Esliinates have been made at various times, 
but tliey are not comparable oviing to the diversity of the data. 
For instimce, in the table given below, the total acreage given 
m 1878 was the (cultivated area, while thp figure for 1900 was the 
net cropped ai'ca. Furth^ug the inclusion in 1900 of water charges 


* B^poft of file Vfimme Commission (1880), p. 90. 

^ Besolutioa on the Ijand Eevemte Policy of the Indian Goveminetifc (X90^), 
pp. 1345. * 

® Eesolnfcion of the Board of Bevemio, Madras, 6 December 1000. 

9 
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iu the c'dhp <)t ]\F?ulras and Hind has exaggerated the 

iiicidenee for lliose t\\o pro\in<*cs. These laeis nmst be kept in 
mind while drawing eoiudusioiH iioin (lie iollowiiig fable: 


INCIDENCE DF liANJJ KE\ EiM E PEE ACEK OF (‘t LTTVATED 
LAND IN 1^78 AND taoiV 


187M 1900-1 


I 



Proviji^T 

Cultivated 

area 

tooo 

omitted) 

~ 

Tiuiden 

e 

Net eiopped 
area 
(OOlj 

omitted) 

Tneidence 




K. 

a 

IK 


Es 

a. 

P 

Mndra?, 


2h,o00 

1 10 

3 

21,510 

2 

4 

11 

Bombay 

(excindmg Bind) 

27,000 

1 

10 


21 ,001 

1 

6 

5 

Bengal 


31,000 


3 

2 

51,608 

0 

10 

8 

K.-W. Provinree and Ondh ... 

36,650 

2 

6 

5 

j 

31,580 1 

2 

0 

n 

X\mjab 

... 

21,000 


5 

1 

^ i 

24,521 1 

1 

1 

5 

Sind 

... 




1 

3,729 

1 

2 

8 

1 

Central 

Provinces 

14,500 

0 

9 

^ 1 

15,251 

0 

8 

8 

Berar 

... 

j 6,500 

1 

3 

2 

1 6,816 

1 

2 

9 

Assam 

... 

! 




I 4,308 

1 ^ 

9 

0 

Btirma 


1 

1 



' 11,133 

1 ^ 

0 

8 


ip. 

* Drawn np fron^ the Famine Feporf (1880), Part II, p. 112; 

Famine Commission Ueport (J901), p. 87; .iiid Voial and Material Progresis 
pp. 103, 200. 





t/nililK lihWEWhH. 1 ^G 04 UtHi 
U. Tht Hall lio 

The large vaiiahoiis m the mode ol taxuig .sail oi tlie diiTereiii 
provinceN have alread} been explained in I’Jiapter VI. In Madras 
mdl Wiu a Cro\einUienl inonopol;^ ; m Pajinba) there vsas an excise; 
in r Bengal the lax was iiRiiided in ilu‘ selling price oi’ lock- 
•.alt, winch was {ml oi mined ami pM^pared b} Bie (lovernineid 
ageiKW . Jn other proMiices il v\as eullei'ied when the salt oi Uaj 
f)ntaii<i enttacd Bidisli lerutoiw. I'he rale oi' the salt dui} also 
\aiie<] horn pro\ince to jiiuMuee. While Madias and F>oinbay paid 
onl} a duty oi about Ke. J-I pin inaund in Bengal paid 

Rs. b-4, and the Norili-Western IToeinces Rs. 3. So long as anti- 
quaied transport methods (‘ontiniied, these differences in rates did 
not cause inconvemence, but wlien railway (‘ominuiiicdtions were 
establifehet?, preventive measures on a large scale became necessary. 
To prevent iiiitaxed Eajputana salt and other lightly-taxed salt 
coming into northern India, a long customs line extending for 
nearly 2,500 miles from Torbela near Attock in the Punjab to the 
Sambalpur district of Bengal was mamtamod. Grant Duff com- 
pared it to the (-Treat Wall of China. A similar line 280 miles in 
length w^as maintained in the Bombay Piesidency from Dohad to 
the Eami of Caitch. These customs lines were made up of hedges 
of thorn} trees and bushes over a great w^ay and stones and 
^ditches m other places. An arm} of 13,000 officers and men 
divideiJt^into 110 patiols with separaie beak, each presided over by . 
a patroh guarded these lines. This (‘ordoii hampered the free move- 
ment oi irade and obsluicted commumeat ions. But so long ns 
the diffcn'iii rates of duty existed, the mist ui ns lines had to he 
kept up. 

Lord Mayo realized the anomalies of the salt tax and initialed 
steps for its equalization all over India. In 1869 the duties in 
Madras and Bombay were raised. In 1870 the Government of 
India acquired a lease of the Sambhar lake and by 1874 a part 
of the line was abandoned. The lemaining salt sources of liaj- 
piitana were also acquired later and treaties w^ere made with 
several Indian states for regulating the (conditions of sale. This 
paved the wniy for uniformity. In 187'f, taking advantage of the 
needs of the Government, fhe duty in Madras and Bombay was 
raised to Es. 2-8 while in Lower Bengal the duty was lowered. 
Later, in 1879, nearly the whole of the customs line wm 
abandoned. ‘ Witli it disappeared one of the greatest opprobria 
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of British rule in India,’ wrote Sir John Stracliey.^ By 188*2 
the duly was further lowered to Us. 2 per uiaund, but it had 
again to be raised bv 8 annas, and this was maintained till 
J902. 

The consiniiption of sail has always been highest in the Madras 
Presidency, and the increased duties did not make any difference 
in this matter. It was clear that the demand for salt was rather 
inelastic,^ 

The system of (iovej’iiinent monopoly (‘ontumecl in Madras 
in spite of Phwdeii’s criticism. Do^n to 1877 the maniifaetiire 
of salt exc^ept on Government account ^\as prohibited everywhere. 
Local piT)du(*ers entered into contrads with llie (lovernment for 
the supply of salt at the (rovei’ninent store at lutes varying from 
place to place. In 1870 an attempt was made to assimilate the 
salt duty ill Madras with that of Bombay. In 1871, giving evi- 
dence before the Select Goinmiitee of the FTonsc of Commons, 
Sir Tiiomas Pjenoft pointed out that, although the advantages 
of an excise over a monopoly were considerable, there was no 
saving in the cost of collection.^ In 1876 the Madras Salt Com- 
mission rei'onimended that the substitution of an excise for the 
monopoly must be gradual and that free competition should not 
become complete until there were enough manufacturers to com- 
pete. Tliere was also the difficulty of disposing of tlTe existing 
salt works. The majority view favoured excise but Yenkaswami 
Kao, a member of the Commission, opposed it."' 

In 1877 the excise system was tirst introduced in South Ivanara 
and was subsequently extended to the east coast. Under the new 
system licences were granted to private persons wlio conducted all 
the operations of manufactm*e under strict supervision. Their 
stores ^vere also guai'ded in tht^ same way as the (Tovernment 
stores. The duty had to be paid before the salt \vas removed 
beyond the line of guards.'^ By 1880 the excise system had nunky 
headway in Madras. However, a few Government factori(|s were 
also maintained in order to prevent manuiadurers fiom com- 
bining to c'ontrol prices. After JH95 llie Government monopoly 
system found greater favour, and towards the dose of the century 
22 oui» of 67 factories belonged to the rTovernment.’' 

Nor was the Government monopoly abandoned elsewhere hi 
India, lii J962 half the salt in the country was produced by 
dired» Government agency, and the rest under the excise system. 
The prifK'ipal northern sources except the Kobat mines, were 
worked by the Government. In Bomba}, Baragara salt wuis 
manufadiired by the Government, but sea salt was made by 
private persons. 

* FimnrG,*?«mid Public WorIis\ {). 2‘20 * * - ibicL, pp. 232-3. 

" Reporf (3871), qq. 3680-703. \ihkl, qq. I171»3. 

^ Report (1876), pp. 223-4. 

* Moral and MaUml ProgrcsH (1882-3), p. X60. 

^ Imperial Gazetteer, vol. Tv, p. 249. 
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xVfier India nuiie under the ecnisiderable difleroiint^ of 

opiiiiun arose aiuou** suet‘erfsi\e Pina net* Members aboid the* equity 
of the salt tax. Haninel Lainq (IHfO) held ihai a li^ebt duty on 

salt was reustmable. Trevelyan wJui, as Gincrijui- of Madras in 

lBe9, opposed flu* salt iax on the e round iljiit it was of tlie nature 
of a polldaxd snhsoqueiith <*lian^>etl his mind. In 1865, a-^ 
Pi nance Member, la* said : 

No iax can be {‘olloeted more (dieaply or with less aiiiioyuiiee 
to llie people tlian the sail tax. fii [ndia, \\liere llie iuted'erenee of 
Mibordiiiale flBettl agents is more than usually disliked, this is one 
of the greatest reeonmuaKlations of a tax. The 3'eally prodiadive 
Itixes are Oiose wliieh art* paid by the body of the people, dearly, 
they ought to pay their fair sliart*, for they profit even more than 
the rieli !)y the advantages of good goverimnaii. A rich nain tarn 

generally proitad himself, but if tln^ interests of the poor man art* 

not eared for by the state, ht* is ground down by the ritdi and is 
rari'ly able to rist* in the soeial seaho^ 

W. N. hfassey was reluetani to increase the salt tax on the 
ground that it was in effect a poll-tax on tlie masses and that* 
an increase of duty would diminish consumption. In 1869 the 
Duke of Argyll, Se(*retary of State, justified the salt tax on the 
ground tin#, it was collected from the masses. Such diffmuices 
of opinion have continued to this day. 

The administration of the salt revenue still involved the main- 
tenance of factories for the manufacture of salt and of a preventive 
establishment for guarding against illicit traffic. The Northern 
India Salt Department was under the direct control of the 
Government of India, but the provincial Governments of Bombay, 
Madras and Bengal had their owb separate departments,® 

§ 2 . Opium 

In T^858 the Government received about Es. 5 crores from 
their opium monopoly, but opinion differed about the future pros- 
pects of that revenue, Wilson considered it precarious, but Laing 
and Trevelyan were more optimistic. Trevelyan thought that tliere 
was as little likelihood of llie Chinese going without opium as of 
Englishmen giving up the use of spirits. Nor was there any 
chance of the Chinese growing their opium at home.^ Siibsequent 
experience showed that this optimism was not justified. 

No doubt the opium revenue was unsteady by its very nature, 
but the vacillating policy of the ‘Government aggravated the diffi- 
culty. Tile price of opium largely depended upon the quantity, 
which varied with the season and the ardfe under cultivation. The 
vicissitudes of the seasons* were great, and thefefore it was 

' Miaate, 10 Jane 3859 Varliaineatary Paper C 339 of 1860). 

* financial Statement, 1865-6. 

* Imperial Gmetieer,* wh !¥., p. 260. 

* Pinanciiti Sta-tement, 1863-4. 
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impossible io estimate* the actual produce befoxxdiand. This led to 
spcciilatiou aucl often deprived the Government of ilie full advan- 
tages of a monopoly, and caused great fluctuations in total revenue. 
As Bir Cecil Beadcai, Lieut. -Governor of Bengal, wrote ^ in 1867 : 
‘ It also deranges the co!idition of agriculture over a wide extent 
of country and discourages the ryots from engaging in a culti- 
vation which, though more profitable thaii that of ordinary crops, 
they may at any time be required to abandon.’’ He pointed ont 
that the quantity of opium brought to the market ought not to 
vary much from year to year and that a permanent reserve ought 
to be maintained in ordei’ to make up for tlic deficiencies of bad 
seasons, lie also showed that the (|uautity sold ought to be 
determined by the piice ohtaixxed, and that tlie ])rice to be aimed 
at vas one that should neither provoke the competition of foi'eign 
(‘ountries in the Chinese market, nor stimulate the production of 
opium ill China itself. This proposal was accepted hy the Govein- 
moiit of India, and an o])ium reserve was gradually built up, and 
by 1879, the Government were able to announce tint a certain 
fixed amount would be brought for sale every month. 

B>om this time tlie i|Liestion of opium attracted a great deal 
of attention m England. The Society for the Suppression of the 
Opium Trade carried on an extensive propaganda.^ The Govern- 
ment of India were concerned about the unsteadmess of the opium 
revenue. In 1852, opium was responsible for 18 per cent, of the 
total revenue of India, but by 1892 the propori.ion fell to 8*9 per 
cent. 

As a result of the discussions in Parliament and of a resolution 
passed in the House of Commons in 1898, a Eoyal Commission was 
appointed in that year to iiKpiite into the consumption of opium 
and the possibility of prohibiting or restricting its pindiiciion and 
sale. The (Commission reported in 189,) and did not recommend 
^ the prohibition of the production or sale of opium in India for noin 
medical purposes, nor did it find anj evidence of extensive moral 
or physical degradation from its use in India. ‘ The temperate 
use of opium in India said the Commissioners, ‘ should be viewed 
in #the same light as tlie temperate use of alcohol in England.’ 
A great loss of revenue would result if any attempt were made to 
prohibit its production or sale. As regards the export of Indian 
opium to China, there was no dedared wisli on the part of the 
Chinese Government to prohibit the traffic and no action was 
necessary on the part of India.*’* ^ China was already producing a 
good part of the opium consumed there, and Indian opium was 
rather a luxury, being used only by the richer classes. * 

The opium imports hfto China had to pay an import duty and 
certain transit duties called lekirif Which were levied at varying 

»• 

* Quoted by Stracbey, op. eit,, p, 246. 

® Opium Commmton Report ^ pp. 163-5, ^ 

“ Moral and Maierial Progress (1901-2), pp. 174-6, 
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rates ai tlie diOVroiii places. The CliiiiOHe Governmeiil luul I 01114 ' 
been a chaii|i»'e in this matter, anti as ti unsult of the 

riiiefoo (^invention of 1870, iliesp taxes were n^placaal l)y a sinde 
impel i duty cliar^^ed at the port. 

Hesides iho export diit) there was also an excise on the opium 
eimsoiiiccl in India. The eulti\ation of poppy was forbidden in 
British India except in tlie area of the Bengal monopoly and a 
few iiiiiior tracts. The Bengal factories supplied the needs of 
northern India and the Central ITovinces, while Malwa opioni 
was ronsiimetl in Eoinhay, Madras and the Punjab. In the areas 
where Bengal opium was <*onsumecl, it w^as sold at Government 
treasuries to licensed \endors and druggists at a fixed price. In 
Bombay opium was sent from the central warehouse to district 
de])ots and from tliem it was issued to lic^ensed vendors. In 
Madras the supply came from the Bombay warehouse and \vas 
sold to wholesale vendors. Tlie licence for retail sale was annually 
put up to auction. The excise revenue from opium was composed 
of duty and vend fees. The rale of duty varied from province to 
province. In 1902, the average taxation under botli heads came 
to Es. 34-12 per seer in Assam and to Es. 11 -B in the Punjab. The 
total revenue from the opium excise rose from Es, 14 lakhs in 1856 
to about Es. 1 crore in 1900.^ The total net revenue from opium 
declined towards the close of the century. The average net 
revenue between 1860 and 1890 w^as Es. 6 crores. But in the last 
decade of the century the average fell to Es. 4| crores. 

§3. Excise on Spirits and Drugs 

The system of farming excise^ revenue in the Company’s days 
has already been dealt with. After 1858 this gradually 
modified and the aim before the Government wans definitely emin- 
•dated, as a maximum of revenue with a minimum of (*oiisumpiion. 
Aecorlffngly taxation on liquors and drugs wnis increased, the traffic 
in them was carefully i^egulated, and the places of their sale w^ere 
made as few as possible. In 1901 there was only one shop 

ill India for about 2,400 of the population, wdiilst in England 
there was one for every 240 people. 

The spirituous litpiors on which an excise ivas levied came under 
three categories : (1) imported spirits, (2) country-made spirits 
made in India on European principles, and (3) ‘country spirits*, 
i.e. made in Indian fashion. On imported spirits, a customs duty 
was levied. A small excise revenue was also raised on them by 
means of a licence fee for sale. On the ‘ country-made foreign 
spirits*, an excise duty corresponding* to the import duty was 
levied. " * ^ 

The systems of levying excise revenue on country spirits varied 

^ Impeml G£i,mU0en toL IV, pp, 240-7; Mof$l and Materml PfogreBs (19014), 
pp. 171-6, 
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from province to provin^*6, but they caine roughly iindei" two cate- 
gorie‘=^ : (1) the central distillery mteiu, adopted from ^ England, 
iii which a fixed dui)/ \mis levied on each gallon oi‘ spirit manu- 
factured and issued foi sale, and (2) the oiitstiil sysieiii in which 
the tax is levied in the gross by the system of auction^ In Assam 
and parts ol Bengal, the Central ProYinces and liower Burma^ the 
outstill system obtained and tlie revenue was raised by the auction 
sale of licences to keep stills for the manufacture and sale of 
cxnmtiy spiriis; in other parts, there were central distilleries 
maintained Ip Hie CTO\ermneni, at which still-head duties were 
levied in addition to fees for manufacture and sale, and the right 
k) sell nd<ul vas generally separated from Hie mannfactmhig right. 
It was recognizi‘d from the first that under the outstill system, 
the central ami of the Government’s excise policy would not be 
fulfilled, for the monopdist’s object, viz. to maximize net income, 
might he best secured by a large sale at a low price rather than by 
a small sale at a high \>vm\ That nei'essarily led to an incj*ease 
of eooHumpibn. Idierefore it liecame the poli(*y of the (lovern- 
rneni from 1B90 to extend the central distilleiy system. 

The central distillery system was not the same in all tlie 
provinces. In northern India, the Government maintained central 
distilleries and allowed licensed distillers to set up r,sti]ls and 
manufacture spirits. Elsewhere they were under private 
management. 

Besides spirits, toddy or fari was also subject to excise. In 
Madras and Bombay, the duty was raised by means of a tree-tax 
supplemented b} a licem*e fee for retail sale. A similar tax was 
introduced in some parts of Bengal and the United Provinces, 
but "was later discontinued in Bengal. In Madras the tree-tax 
brouglit in one-half of the total excise revenue. In Bengal and 
Burma a kind of beer was brewed from ric'c and was consumed 
by the aboriginal tribes. 

The drugs on whi<‘h excise vwis raised vero (funia, consisting 
of the dried flowering tops of Hk^ hemp plant, eharrw (the resinous 
matter with wlncdi the tops are (*oated) and hluin^f (the dried leaves 
of ^he plant). They were collectively called the hemp drugs* The 
excise on these drugs formed the subjec't of a (jommission, and 
as a result of it on Aei of IBQfi laid down the following 
principles : 

In regard to ganja and cJu/m.9 the cultivation of the plant 
should be 3’estricted as much as possible and a direct quantitative 
duty should be levied on the drugA on issue from the warehouse to 
the province of consumption. As regards bhang, the cultivation 
of hemp for its production should be prohibited or taxed, the col- 
lection of the ilrug from wild plants jiermitted only under licence, 
and a moderate (jiiantitutive duty levied in ^addition to vend fees. 


C. N, Vakil, op. cit., pp. 46B-9. 
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These principles were a(lo])tefl in nil ilie pioviiiees hy 1901, tint 
crrtain local vaiiations cuaiiimed.’ 

The nature of ilie revenue iintler excise and its iiicideiit'e \aJ’ied 
from province iu province. Tn Beu{>al iioarl} 50 pea* tTuii. of tlie 
extase reAmnie came from country spirits. Tn 1859 cxmtnil 
flihlillery svstem \\d, introduc^ed, but from 1871 outstills iiiereased 
in number and importance. The result was an increase of drink- 
ing.^ The Bengal Excise (‘oiumission oi 1883 pointed out the 
evils of the ontstill system and retmmnended the advantages of 
the central distillery. Accordingly the central distillery s^slem 
was again adopted. The duti(s were m^arly doubled between 1879 
and 1889. 

Tn Madras the Eegulalion of 1808 as amended by a ■|•eg^lat{on 
of 1880 coniimuMl to be in force till 18t)4, whom a new Act was 
passed, granting power to levy an excise duty on the (juaiitity of 
liquor manufactured instead of an annual f>ayment and to suppress 
the ilii(‘it lapping and sale of toddy. In 1884 a committee 
inquired into the whole system, and its recommendations guided 
the poliew from that time. With a view^ to realizing the maximum 
revenue from the minimum consumption, the tax on country spirit 
was iiicreased and in the case of toddy a tree-tax system was intro- 
duced und^r whicdi no palm tree could be tapped without a licence 
and without a distinguishing mark on it. Tentatively introduced 
in 1887, this was subsequently extended over nearly the whole 
presidency, and it greatly increased tlie revenue. 

In Bombay the system in vogue was a combination of the two 
systems above mentioned; it was called the ‘ guaranteed minimum h 
The contractors who took up the rights of manufacture and sale 
were required to guarantee to tlietfioveimment a minimum amount 
of duty fixed by an estimate of the normal coihsumption in the 
area concerned, f^efore that wan introdiuTvl, farming was the rule 
nnd each shop was let by auciiofi. Tfie system was thorouglily 
f'hang?!! in 1878, when a central distilltTy was (‘slahlished and 
duties wore raised. The rates of dnty vaued in Ihe difTorenI 
districts of the presidency. 

Tti the North-Western Provinces, llie Oovernmeni for a time 
resisted the introduction of the central distillery system, although 
it was authorized liy an Ad of 1850. The system then in force 
was the licensing of single stills and of shops on payment of fees 
and the farming of manufacture and sale usually for one year. In 
1863, however, the (lovernment introduced the central distillery 
system. But this was not follow^ed all over the province. Oudli, 
however, •fully adopted it. 

Thus there was no uniform policy ii> regard to excise revenue 
ill British India. Tn .1880 the excise policy gf India was 


* Mofd and Mdtmnal Progress ( 1901 ), p. 178. 

® Meport of the Bengal Excise Commission (1884), pp. 107-$. 
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euncleiiuiecl in the House of (‘oiniiions on the ^i»roimd that it had 
iucrea.secl drinkm^J in the eonnfry. The Governmeiii of India 
refuted the (djari»e and pointed out ilmi |')ro!Hbition was impossible 
and local option impracticable. The prifieiples which wwe ex- 
pedient ill its view were: (H that the tax on spiritnous licjiiors 
should be hi^li; (*D that the tialfit' in iKpior should be regulated 
for pdice purposes; CA) that tlie number of liquor sJiops should be 
btncdly limited: and (41 that etforls siH)uld be made to ascertain 
the local public heiiiinient.’ 

The net revenue under excise rose steadily throughout the period 
under survey. In 1861 it was Rs. T6 crortxs, by 3880 it rose to 
Rs. 3 crorcs and by 1890 to Rs. 4*9 crores. In 1901 it stood at 
Rs. 5*8 tTores. Thus tlie revenue cjuadrupled betw’'een 1861 and 
1901. 


§4. Other ReveuiieH 

The three other main heads of revenue were customs duties, 
income-tax and provincial rates. As these taxes varied from year 
to year and formed more or less a pari of the annual adjustments 
of revenue, it seems more appropriate to deal with them in the 
following chapters on fijumcial policy. We shall deaRhere only 
with certain minor items. 

Stamp revenue xvas derived from two sources, litigation and 
commercial transactions. Under the Court Fees Act of 1870 fees 
were imposed on plaints, petitions and other documents filed before 
civil, criminal or revenue courts, and under the Stamp Act all 
conveyances, checpies, bills of exchange, receipts and other docu- 
ments rec]uired stamps wdiielu in some cases were graduated 
according to value. The law^ regarding stamps w^as consolidated 
in 1899. Stamp revenue also steadily increased during the period 
under review. The net revenue in 1861 was Rs. 1*5 crores, but 
'' in 1901 it was Rs. 5 crores. This was largely due to the iTicrease 
in commercial transactions and in the work of the courts. 

The State forests w*ere an increasing source of revenue in 
British India, The revenue was derived from the sale of timber 
mill other produce from Rie forests. In 1900 the gross revenue 
from forests came to Rs. 1*9 crores, but as the expenditure on 
forests came to Bs. 1 crore the net revenue was only Es, 90 lakhs. 

Tributes and contributions from the Indian States received 
annually by the fiovernment of India (*arae to Rs. 85 lakhs in 1900. 


* Dispatch, 4 February 1890. 
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CHAPTEE XI 


THE GEOWTH OP FINANCIAL CENTRALIZATION 

§1. Increase of Interference from the Centre 

Aftbe 1858 the financial authority of the Government of India 
over tJje provinces became complete. Even before that date, the 
Government of India had the authority, though they lacked the 
means of enforcing it, but after 1858 such means became more 
potent and abundant. Firstly, the increase of transport facilities 
and the regular functioning of the post and telegraph enabled the 
Secretariat at Calcutta to supei'vise the financial administration of 
the onliying provinces more effectively than before. Secondly, 
the organization of the Indian Finance Department and the intro- 
duction of the new financial system, described in Chapter VII, 
gave tlie Government of India a much stronger hold over the 
provincial administrations. The appointment of an expert 
Finance Member on the Governor-GeneraFs Council as the coping- 
stone of tlfe new edifice made the central Government’s financial 
supremacy complete. Hitherto the interference with provincial 
Governuients was vexatious without being effective, but with the 
introduction of the budget system, the Government of India 
obtained a powerful weapon in their hands. The customary 
restrictions in regard to the creation of appointments, alteration 
of salaries, and so forth, were reasserted; the several branches of 
service were defined and classified* under fixed heads, for each of 
which a sum was allotted in the budget. No change was to be 
made in the different allotments without the previoirs sanction of 
the Government of India. ^ 

The conflict between the central Government and the provinces 
liegan soon after the new regime commenced. The proposals for 
increasing the salt duty and for levying an income-tax, and the 
protests which they evoked from the Madras Government have 
already been dealt with. Trevelyan effectively inveighed against 
the evil of interfering with the details of administration. He 
wrote : 

In government, as in other things, the true process of reasoning 
is the Baconian one. We ought* to build upon the foundation of 
actual induction; making only such amendments, whether suggested 
from within or without, as experience mfey show to be required. 
When, therefore, we are asked to conform our system to that of 
Bengal, we are called upon to forgo the ripe fruits of experience 
round which the public feeling, and the esprit de corps of this 

^ Sec cb. \vi. Scl also letter from Frere to Lawrence, 11 May 1864. 
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presidency have gathered througli many oflicial generations, and lo 
enter upon the disciibsion of what to us are entirely abstract proposi** 
tions. Can we be surprised that, under ihese circumstances, a teeiing 
of general discouragement and indifference has prevailed, and tliat^a 
serious check has been given lo the progress ot impro\ emeiils? Tlie 
true function of the supreme Government is to regulate those things 
which are of common interest, such as diplomacy, post office, cus- 
toms, etc., to supervise the proceedings of ail the local Governments, 
so that, however much they may differ in form, they maj” be guided 
by the same general principles; and, above ail, to maintain substan- 
tially one financial administration for the whole of British India. 
After the experience we have had, 1 doubt whether the supreme 
Government can be perinanenily kept within its proper limits until 
it is made really a general Government tor all India, by being placed 
in a central position, apart irom any particular presidency, and by 
its being composed in its secretariat, as well as in its executive and 
legislative councils, of officers selected from every part of India; but 
as Governments have a tendency to be shaped by their most power- 
ful element, which is finance, the immediate remedy is to be sought 
in that direction.^ 

It was in regard to public works that financial centralization 
was pushed to the greatest lengths. The Public Works Secretariat 
of the Government of India was established by Dalhousie in 1854 
with a view to co-ordinating the activities of the Public Works 
Departments of the different provinces. The central office at first 
did not interfere very much with provincial affairs, but after 1858 
a control of the most detailed kind was attempted. Colonel E. 
Strachey who was appointed Secretary in 1862 went into the 
details of all schemes of irrigation and other works submitted from 
the provinces and also managed^ the relations with various railway 
companies which were then operating in India. Not only ordinary 
public works, military works and railw^ays, but even forests came 
under the control of the Public Works Secretariat for some time,. 
Trevelyan, in his evidence before the Select Committee qn East 
India Finance in 1873, called the Board of Works ‘ a monster oi 
official centralization, far exceeding the wmrst that used to be said 
of the English War Departmeni ‘It reminds one he said, ‘ of 
the picture at the commencement of Hobbes’ Leviathan, of the 
state absorbing everything.’^ 

§2. Strained Relations leith Bovibaij, 1S62-5 

Very soon this central Secretariat came into collision with the 
provincial Governments of Bombay and Madras, especially the 
former. The development of Bombay had been delayed by the 
parsimonious - expenditure before 1860, hardly Es. 7,000 having 
been spent aiiniiaily in the Deccan and Khandesh before that date. 
But when Sir Bartle Prere, hitherto a member of the Supreme 

•r 

* Report 0873), p. 5S, q. 810. 


* Minute, 13 July 1859. 
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Council, became the Governoi* of Bombay in 1862 , a forward 
policy of road-building, canal-making and improvements of all 
kinds was initiated. The cotton boom ga\e an unhealthy stimulus 
to this activity. Better transport facilities were needed for carry- 
ing cotton to the ports, and the cotton-growing tracts called for 
more canals and tanks and w’-ells. The Bombay (Tovernment 
wanted more funds, but the response from Ckilcutta was weak. 
Frere wrote to Sir Charles Trevelyan, who w^as then the Finance 
Member of the Government of India : 

You desire my views as to whal should be done if you ha^e a 
surplus of one million. 1 should say, ‘ make roads and canals 
And if you have iwo or three millions, 1 should still sa;\, ‘ make roads 
and canals and tliis not only because the^^ will, in a hundred ways, 
tend to increase \oiir revenues, but because they will, if well 
designed and executed, wipe out the greater part of 50 millions of 
dcbl, for lill you make 3 'our railways pa\, the expenditure on them 
is so much addition to ,vour debt. . ! . After roads and canals, ] 
sliould say ‘ pay your courts of justice better and give a much larger 
assignment to education k I am thoroughly ashamed of the parsi- 
mony with which our education grant is doled out and with the 
consequent delay in giving effect to the great dispatch of 1854. . . . 

I would not for the present either pay off debt or remit taxation.^ 

• 

Accordingly, in 1863, the Government of Bombay asked for 
larger allotments for roads and canals, but Trevelyan did not 
approve. Along with other provinces, Bombay was asked to cut 
down its public works expenditure, on the ground that the cost of 
labour was increasing and that, when more labour was needed for 
agricultural operations, it vrould be mischievous to divert it to 
public works. Frere replied that labour and materials, while 
dearer than before, were cheaper than they were likely to be 
thereafter, seeing that pricevS w’ere rising. As for the supply of 
labour, he said that it ‘ w^as limited more by the want of roads and 
other «i«ieans of communication than by anything else h Any 
extra income gained by labourers w^oiild be devoted to agricTiltural 
production.^ The Viceroy (Elgin) and the Becretary of State 
(Wood) agi'eed with Frere, and the cut in Bombay's public works 
outlay w^as restored, whilst other provinces bore the cut * with a 
grin A Madras had to put up with a larger cut than Bombay and 
yet ‘ swallowed the pin with liardly a grin A 

But this was only the beginning of a prolonged duel between 
the imperial Government and Bombay. The next tussle was with 
Colonel Strachey, the energetic •Public Works Secretary. In his 
budget speeGi on 3 April 1863, Trevelyan stated tliat more funds 
could be laid out on roads and canals, provided there was a fair 
certainty of getting value for the outlay. Encouraged by this, 

^ Letter to Trevelyan, 90 January 1808, Bee T. Marfeineau, op. cit., voi, I, 
p. 402. # 

® |’rere% letter to Sir Cliarles Wood, 7 January 1868. ibid,, p. 404. 
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JFrere sent up some bupplemeiitarj estimates for iirgeiitly-iieeded 
public Tvorks. He wrote : ‘ The country is starving and prices 
higher than at Delhi during the late famine; because the CTOveni- 
ment, the great landowner hereabouts, has done nothing tor forty 
years to make the supply of food equal to the rapidly increasing 
demands upon it.’ But Strachey refused to consider the estimates. 
He had to satistj himself about every scheme of works, and the 
proposals from Bombay did not satisfy his criteria. Frere wrote 
to Strachey : 

You may very easily eiibiire that not a work is commenced 
throughout India till you have been satistied as to ihe minutest detail 
of plan and estimate. Bui this will end in the paralysis of the 
P.A\hD. You wish to ensure a maximum ot work and etSciency and 
a minunmu of expense. The means you adopt will ensure the 
reverse. All our money will go in establishments and designs and 
writing; the vork done vill be a minimum.^ 

The matter was considered by ihe Secretary of State, who 

decided that in all minor matters, such as ordinary roads, etc., 

the control of the supreme Government over provincial Govern- 
ments must be financial; they must not go into the mode of exe- 
cution. But financial control ought to mean moi’e in wmrks of 
importance; i.e. the Government of India before they -- sanctioned 
a scheme ought to be satisfied that the estimate was reasonable.^ 
This did not satisfy Frere. The distinction drawn between pro- 
vincial Governments and minor administrations was difficult in 
practice. ‘ No man can at one moment criticize the arches of a 

bridge in Coorg or Oudh, and the next moment remember that 

it is the general direction of the road from Madim to Bombay and 
not the details of execution which he was to discuss with Bombay 
and Madras Governments.’*^ 

Strachey insisted that the military barracks all over the country 
must be built on a ' standard plan ’ , and therefore the wmrks had 
to be held up until such a plan w^as approved. Frere stoutly 
protested against this."^ 

In 1864, Frere advanced 4^2,000 as a loan to Maharaja Duleep 
Singh, a pensioner of the Government, and reported it to the 
Government of India. They objected io it very strongly on 
the ground that there was no previous sanction and that such 
action was a gross violation of the budget rule.*'^ This brought 
another strong remonstrance fi'om Frere. In a letter to Lawrence, 
lie pointed out that according io the budget rules laid down in 1861 
the provincial Governments wef'e" allowed IVeedom in the mode of 
spending the sums allotted under different heads, provided they 
did not ci‘eate any new office or alter any fixed rate of pay or exceed 

^ Lener to Stracliey, 12 October 1803, J, Martmeanr op. cit., p. 123. 

® Wood’s letter to Frere, 1 January 3864. ibid., p, 429. 

^ Frere’s letter to Wood, 22 July 1864. ibid., p. 431. r ^ Ch. xiii, §o. 

® Lord Lawrence s letter to Frere, 14 April 1864. 


THE GROWTH OF FINANCIAL CENTRALIZATION 


145 


the whole burn allotted for a head of service or transfer from 
one head to another without the leave of tJie Government of India. 
He wrote : 

All this has been, jii practice, altered within the last two years 
and we are now strictly tied down to the exact details entered in 
the budget wilhoiii the slightest pover to vary them without your 
previous sanction. What used to be required was your subsequent 
sanction and approval; the practical difference is inmiense. . . . 
Under your late orders, not a shilling could be advanced on any 
aecoiiiit, no matter what the urgency of the case. You do not treat 
us as a merchant treats his agents, advancing money and honouring 
bills on Iho assurance that when tlie agent’s explanation comes it 
will be found that all has been done for the good of the firm. You 
stop by lelcgram every paynienf of which as in this (Surat) case of 
whicdi you hear accidentally, for which you have not given previous 
orders. ^ 

Frere also defended the freedom of provincial Governments to 
act without orders in certain circumstances. 

I maintain that there is alw'ays in India some need for public 
servants acting without orders on the assurance that when their 
superiors hear their reasons their acts will be approved and con- 
firmed; ai^d I hold that when you have extinguished that feeling of 
mutual confidence betw^een superior and subordinate authorities, and 
made public men as timid here of acting without orders as they are 
in England, you will have I’emoved one great safeguard of our Indian 
Empire. It .does not take long so to bridle a body of public servants 
as to paralyse their power of acting without orders. . . . Your 
Secretaries treat an opinion on which our Commissioners, Secretaries 
and Councillors concur, just as if it came from Oiide or Singapoor, 
if anything more critically, requiring the same proof w^e require from 
a Collector or a Commissioner. This costs time, and the saving of 
time is the great object. ... I do not think you w^ould find that 
.real economy is promoted when you discourage the practice of a 
Gove«iament, wn'th such an elaborate apparatus of advisers and ^ 
councillors as we have here, from acting on its own responsibility, 
and trusting to its finally satisfying you that it has acted w^eil. 

Frere bitterly complained of the attitude of the officer^ at 
Calcutta. 

T know you have personally no jealousy of the action of the 
local Governments, and you w^ould give us all possible liberty. But 
it is otherwise with most of those about you. The abler and better 
they are, the less generally do they believe in the possibility of 
anything being perfect unless they themselves direct every detail. 
They can see no urgency in the Surat case, simply because what 
I saw and heard on the spot they cannot^see and hear. . . 

• * 

^ Here Frere is referring to the purchase of land at Surat for railway approaches 
and roads, which was disallowed by the Finance Department. 

^ Frere’s letter to Dawrence, 11 May 1864. See J. Martineau, op. cit., voL I, 
pp. 4S4-7. • 
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To all tins, Lord Lawrence replied, ai etiect, that budget rules 
were budget rules and must be followed : 

I have no hope of convincing 3^011 that we on tiiis side of India 
are right, while I do not think that it can bo shown we are wrong. . . . 
We have cause to complain of 3’our Government persisieiitl^ desiring 
and working to set aside the budget rules; for \vq feel that these 
rules are the only mode of ensuring an-y real control over expendi- 
ture. . . . We neither can, nor ought to, gue up the control . . . 
entrusted to us.^ 

Frere also wu’ote to Bir Charles Wood of ‘ the constant worrying 
interference in details wliicli keeps all local officers and depart- 
ments in a state of chronic irritation and rebellious feelings 
tow’ards the Government of India’. He added: ‘He (Lawrence) 
regards me as the zealous but rather expensively inclined Commis- 
sioner of a district with a number of deputies who, like the 
Commissioner, are a little inclined sometimes to run wild. , . 

Thus, Trevelyan, who formerly resisted even more stoutly ‘ the 
worrying interference ’ from Calcutta, became himself the ardent 
advocate of such interference when it lay with him to soften its 
rigour. However, Trevelyan’s version is different. Giving evi- 
dence before the Joint Select Committee ot Parliament in 1873, 
he said : ‘ The Bombay estimates were habitually not fc^eiit in 
until after the budget had been made up and they w^ere then in 
such a crude and unrevised state, that obviously they were merely 
a collection of the maximum sums wffiich the different local officers 
considered might be advantageously spent.’" Eef erring to his own 
notification in 1863, that provision could be made for meeting 
urgent needs even after the budget had been drawn up, and the 
supplementary estimates which emanated from the Bombay Gov- 
ernment in that connexion, Trevelyan said that the estimates 
entailed too large an expenditure and that ‘ all the projects of 
public wnrks of all sorts that had been proposed by public works 
officers were gathered up in that estimate. The Goveiiiny^tit of 
India had to object to some and ask for further information about 
others.^ Trevelyan also pointed out that this nonchalant atti- 
tude was taken up by the Government of Bombay, chiefly on 
account of the great support it had from Home authorities and 
from the Home public. ‘ The Home Government backed by the 
Home public has a giant’s strength which no Indian Government 
can stand against.’^ 

^ Lawrence’s letter to Frere, 2 Novein-ber 1864. See B. Smith, Ltfe of Lord 
Lawrence, vol II, p. 319. 

® Frere’s letter to Wood, 8 September 1864. See J. Martincaii, op. fit., voL I, 
p. 441. 

® Select Committee Eeport (1873), q. 791, p. 64. 

^ Finance Merfiber’s Minutes, 11 January 1864 and 1 February 1864. 

^ Select Committee Report (1872), p. 30. The chai^ged attitude ot Trevelyan 
was much noted in those days. In 1859, he was the oppressed, and Frere, being a 
Member of the Supreme Council, was the oppressor. They exchanged roles in 
1863. See 0. Campbell, The Capital of India (1865). 



THE GROWTH OF FINANCIAL CENTRALiZ VTION 147 

This duel between the Bombay Government and the authorities 
at Calcutta attracted much notice in England, and the controversy 
dragged on for many years. According to some, the difference was 
a temperamental one : Lawrence was habitually inclined to 
economy while Frere favoured liberal spending^ To Lawrence 
again the interests of the Punjab and the North-Western Pro- 
vinces, wliich he knew, far outweighed the interests of the rest of 
India. Furtlier he vas a centralizer by conviction and held firmly 
that only a centralized system would maintain the Empire intact. 

Nor was Frere justified in liis spend-more-money campaign. 
Indeed an abnormal demand for cotton created an abnormal need 
for roads and canals, but he wu’ongly thought that the demand 
would continue and that prices would keep on rising. The price 
boom created a feverish activity and wages as well as prices rose; 
and the Government, by launching large improvement enterprises, 
only aggravated the situation. It is now well known that a 
boom is not the time when the Government should launch a large 
public works programme. The boom was followed by a slump, 
and the terrible crash brouglit tlie Government also into discredit. 
The failure of the Bank of Bombay (1867) was a crushing blow 
to Frere and his policy.^ 

The trouble, however, was not merely due to the ambition or 
overbearing nature of individuals; for we find that Frere’s succes- 
sor, Sir Seymour Fitzgerald, also complained of the vexatious 
interference from Calcutta. ' Lately,’ he wrote, ‘ the interference 
ill petty trifles has become so extraordinary that, it would seem 
as if they wanted to see how far they can go without remonstrance 
or as if they wanted to pick up a quarrel. The real cause of the 
evil was the system itself, as we^ shall see presently. 

§3. The Differences wiih Madras, 1858-68 

his evidence before the Select Committee, Trevelyan said ^ 
that while tlie western presidency gave much trouble to the central 
Government, Madi'as ‘ preserved the utmost moderation through- 
out’.^ This was also repeated by Sir Henry Durand in a minute 
of 1867. Madras was perhaps more conciliatory in its attitlide, 
but we have ample evidence that the southeiii presidency was also 
greatly annoyed at the meticulous interference from the Financial 
and Public Works authorities at Calcutta. In 1857, the Govern- 
ment of India ordered that civil public works of every description 
should be stopped and that the P.W.D, establishment should be 
reduced ^to the lowest possible scale.® The Chief Engineer pointed 


^ B. Smith, Life of Lord Lawrence, vol. It, pp. 3144. ^ 

® I. T. Pritchatl, op* vol. I, pp. 294-7. 

® Letter to Frere, 8 July 1867. J. Martineau, op. cit., vol. I, p. 442. 

^ Bepoft (1873), p. 76. ® Minute, 7 October 1867. 

® Madras Ptihlic Works Department ConsuliaUons, voL III, 20 July 18o7. 
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out to the Government that great lofeb would result from siioii 
sudden stoppage. 

Materials collected are liable to depreciation and depredation 
... or are in danger ol being washed away during the monsoons. . . . 
Large sums ol money are wasted in a manner which would be con- 
demned as utterly inadmissible in the case ol a private individual. 
I am aware that it is partly the result of the ‘ budget system but 
it appears to me that if a certain minimum sum, however small, 
were allotted to the presidency for new public works under all contin- 
gencies, the local Government might regulate its sanctions wiiliin 
that limit, so as to gradually carry on uninterruptedly every work 
which has been once actually commenced, until its tinal com- 
pletion. Such works would be includecl in list No. 2, as at present, 
while ail great works for the benefit of the country, and all others 
in excess of the limit allowed to each presidency, would come 
under the review of the Government of India, and await the decision 
of that authority. . . . By these means the present extensive waste 
of public money from inevitable causes, so discouraging alike to the 
people, and to the Department of Public Works, would be brought 
within the narrowest limits; at the same time the main principles 
of the budget upon which so much stress has justly been laid by 
the Government of India and by the Honourable Court would be 
maintained inviolate.^ 

In 1862 articles appeared in an English journal, The Builder^ 
making allegations of mismanagement in the public works carried 
out by the Madras Government. In the meantime a committee 
had already sat in Madras to consider the reorganization of the 
P.W.D., and, before taking order's from Calcutta, the recommenda- 
tions of that Committee were given effect to and certain appoint- 
ments were made pending sanction from the Government of India. 
This caused an angry exchange of letters between the Public 
Works Secretaries of the two Governments. Colonel Straehey 
wrote that the action of the Madras Government was ‘ seriously' 
"opposed to the instriietions given by the Becretaiy of &feite 
and directed that four of the appointments made be at once 
cancelled and any salaries paid be refunded. He further wrote : 

' The Government of Madras mnsi be pei'fectly aware that the 
orders of the Home Government directly prohibit the creation of 
any new appointments, or the incj'ease of any fixed salaries in 
the superior grades of the public establishment, without the pre- 
vious sanction of the Government of India in the Financial 
Department; and the course adopted by the Madras Government 
would have been irregular even had their action, been in complete 
accordance with the instructions of the Secretary of Stale/^ 

This evoked an emphatic protest from the Governor in Council 
of Madras. Ip a minute dated 23 October 186S, he stated that 
the communications from the Public Works Secretary of the 

^ P.W.D. Comultations, 4 Ma-y 1838, 

Letter, 2o September 1863, No. 2337. 



THE riROWTH OF FTN\NCTAL CENTO \LTEATION 


149 


Government of India exhibited ' mch n disposition on the part of 
that Governnieni to interfere with the mode in which the Govern- 
ment of this presidency may (hink fit to carry out tlie details of 
public business ’ that he thoaqht it would be desirable to submit 
the whole corresponden(*e to I he Secretary of State with a request 
that ‘ steps should be taken to define clearly the limits which 
separate the functions of the supreme, froin those of the local 
Governments \ The Government wrote : 

It is perfectly Irue that sundry Acts of Parliament give to 
the Governor- General in Council full power to ^superintend and 
control the Goveiiiors in Council of the different presidencies in all 
matters relating to the civil or military administration; but such 
powers were, J believe, intended to be exercised only in exceptional 
cases, and are of such an anomalous character that it becomes a 
matter of moment to consider whether they should not be accom- 
panied hy some explanation or limitation. I cannot but think 
that there has been a tendency of late years to p\ii upon the 
expressions of the Acts of Parliament alluded to an interpretation 
vbich their framers never contemplated. The superintendence and 
control mentioned in them would seem to have reference more to 
principles than details, and, looking to the financial conditions of the 
country when tlie enactments were passed, to have been intended to 
operate specially as a check upon the outlay of money by the local 
Government. They could hardly have been intended to authorize a 
petty interference with the details of administration, for they would 
not only have been totally at variance with every principle upon 
which the administration of a great country should be based, but 
specially at variance with those which it has been the object of the 
Government of late years to introduce into India. . . . Nothing 
however can be more opposed to i^is than the practice, which has 
gradually crept in of referring everything to the Governor- General. 
Of course, he alone can deal with matters of general interest, and 
those in which more than one presidency is interested; but this limit 
has overstepped, and claims are made to a right of interference 
in local matters, as to which an authority guided by advisers neces- 
sarily ignorant of the peculiarities of the country and people can hardly 
be considered (-ompetent to form an opinion. 

I# 

He therefoiT appealed to the Secretary of State to define clearly 
the nature and amount of the superintendence and control which 
the Governor-General in Council was to exercise over the local 
Governments, and he felt certain that ‘ the machinery of govern- 
ment will work much more smpothly and effectively when it is 
freed from those jars, pauses and reversals of motion which are 
the conse*quences of the present system 

This coincided with a similar protest from Bombay, and in 
the result the Secretary of State laid down the* rule already 
mentioned about inte/ference. 


^ P.Tf.n. Proceedings, 12 Noveinher 186S, No. 220. 
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§4. The Incongruities of Centralization 

Whatever may have been the chances of a centralized financial 
system before 1858, the rapid changes in the economic and 
political situation of the country after that date made centraliza- 
tion unworkable and irksome. Trade and productive activity had 
been fast developing; both revenue and expenditure had increased; 
and to manage the finances of the whole sub-continent from Cal- 
cutta became an impossible task. Richard Strachey, who attempt- 
ed to keep the provincial public works under strict control, soon 
realized the impracticability of the task. He wrote in 1867 : 

I have the strongest conyiction, based on my experience gained 
in the Public Works Department, and fortified by all that I have 
seen and heard for the last ten years, that the existing financial 
relations between the Government of India and the local Governments 
are most demoralizing to the latter. . . . The Government of India 
has altogether lost what power it once had of supervising details by 
reason of the enormous magnitude of the business now to be per- 
formed by it; and the financial mechanism is, as it seems to be, 
seriously out of gear.^ 

The presidencies of Bombay and Madras were equipped with 
the whole paraphernalia of government — executive councils, secre- 
tariats, legislative councils and large provincial departments 
functioning over territories as large as those of the great sovereign 
states of Europe. To scrutinize the details of expenditure of 
eight provincial Governments operating over such a vast territory 
was a superhuman task. Each provincial Government tried to get 
as much money as it could, by the use of the manifold devices at 
their command- ^ 

While each presidency administered its own finances, there was 
a strong incentive to economy, but now that the finances have been 
collected to a common centre, the only object that the local admini- 
strations have is to get the largest possible share of the c151ximou 
fund.^ 

While the provincial Governments had no interest in the col- 
lection of the revenue, they had a very real interest in its spend- 
ing, ... If the revenues were prosperous, the Financial Member 
of the Government of India received all the credit. No one is con- 
cerned to inquire in what part of India the increase has arisen and 
what officials were instrumental in realizing it.*"^ 

The spending of money was a vital concern of every Govern- 
ment and all of them scrambled^ for as large a share as possible. 
Sir John Strachey puts it very vividly"* : 

They (the provineiaf Governments) had a purse to dravr upon, 
of unlimited, ^-because unknowable, depth. They saw on every side 

^ Note, 17 August 1867. ® I’revelyan, Select Commilfee Meporf (1873), p. 54. 

® Ctesney, Indian Polity (1870), p. 91. 

^ Minute on the Admmutration of Lord Mayo (Goveruinent Friatiug, Calcutta, 

1872), p. 45. / V 
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the necessity for improvements and their consiaiii and tinchangeable 
desire was to oblain for that own provinces as large a share as they 
could persuade the Government of India to give llioiri out of the 
general revenues of the Empire. They found by experience that the 
less economy they practised and the more importunate their demands, 
the more likely they were io persuade the Go-vernnamt of India of 
their requirements. 

Tims the relative importance of the claims of the provinces 
was sometimes estimated rather by the persistence of their demands 
than by their intrinsic weight. Often those who knocked most 
importunately at the door of the imperial Secretariat got most. 
This broke dowm tlie morale of the provincial Governments. 
The distribution of public income thus ‘ degenerated into some- 
thing like a scramble in wdiich the most violent had the 
advantage \ ^ 

This scramble made the Indian budget of Ihe ’sixties a ‘ mere 
farce according to those who were responsible for drawing it up. 
Trevelyan has given a graphic account of the budget transactions 
of those days. 

The pressure on the Finance Department from the local Govern- 
ments at the lime of the preparation of the budget is overwhelming: 
they have* ail a pull at it. It is much the same as when the Poor 
Law administration of the United Kingdom w'as supported out of a 
common fund. The drive in the Financial Department at Calcutta 
at. ihe time of making up the annual budget exceeds anything of which 
I have experience, except the work during the Irish Famine; that 
was equal to it, but it was not heavier. The putting together and 
the rearrangements of the estimates in order to bring out the financial 
results, fully occupies the office, and Ihere is no leisure for detailed 
scrutiny, even if the requisite ^ detailed information existed at 
Calcutta which it does not. And if the Finance Department proposes 
to curtail any item, it does it at its peril. It is immediately met 
'by the statement that ihe particular item obieeied to is indispensably 
nece^ai’y for carrying on the local administration.^ 

Massey, who succeeded Trevelyan as Finance Member, was 
equally vehement in his criticism of the centralized system. Each 
of the eight administrations had to send its budget to the Govern- 
ment of India for approval, and the whole was incorporated into 
one volume. 

If ihe Government of India puis its finger on one item, and 
says ‘ it is excessive they say * it is not; it is exceedingly econo- 
mical, and you cannot diminish it without starving the service k 
If you say that such and such an expenditure can be altogether 
dispensed with, there is a chorus of repionstrance from the whole 
band of officials of that Government which overbears the Government 
of India, and probably an appeal to the Secretary T)f State, which 
results in a dispatch^ requiring the expenditure to be allowed. So 

^ also 61. Chesuey, op. cit., pp, 95-6. 

® Oowimittee Eepoti (1873), p, 54. 
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that the control which the central Government exercises over the 
expenditure of India is of the weakest possible description. b . . The 
arm of the central Government is not long enough to reach the 
numerous powerful, and T may say, semi-independent Governments 
of India. I may remind you that the presidencies of Madras and 
Bombay are in direct communication vith the Secretary of State, 
and they are disposed to resent the interference of the Government 
of India, and to regard the Government of India more as an equal 
than as a superior. We found that, 1 may say, specially with regard 
to the presidency of Bombay, that our power of financial control over 
the expenditure of Bombay was baffled and defeated almost at ever> 
point. These great Governments bad nothing to do, but to aggrandize 
the importance of their administration, by making out expensive 
estimates, and by maintaining the absolute necessity of all those 
estimates when they were criticized by the central Government. It 
was a very serious responsibility for the central Government to take 
upon itself to say that this and that expenditure, at a distance of 
thousands of miles under a semi-independent administration, were 
necessary. Of course, you might arbitrarily strike your pen through 
a certain item of expenditure, and say * it shall not be allowed 
but that was a responsibility which the Government of India were 
exceedingly loath to assume.^. . . My impression is thai the present 
system of finance wholly fails in one most important safeguard of 
finance; that is, in imposing a principle of economy oiv a motive 
for economy, upon the spenders of public money. The local Govern- 
ments have nothing to do but to draw upon the imperial treasury, 
and of course, they think that the more they draw the more it will 
redound to the honour of their administration. Again, I would ask 
the Committee to look at this feature of a central system of finance 
over a vast country such as is represented by that map before us. 
Is it not strange that the people of Burma or the people of Madras 
should be taxed to make roads hr wells, or buildings, in Bombay 
or in the Punjab? But that is the ease under the present system. 
If you bring the whole of the resources of India into a hotch-pot 
as we do, one district gets more than another, and another does' 
' not get its proper due. , . ^ 

Evidently matters had come to such a state that only a radical 
change could remedy the evil. But it was not so easy to effect 
such a change. 


^ ibid., p. 460, q. 8587. 


" ibid., q. 8589. 


ibid., q, 8686. 



CHAPTER XII 


EAPTjY PEOPOSALH POE FEDERAL FINANCE 

Immediately after the new financial Bystem was established, ihe 
incongruities of centralization becauie patent, and strenuous 
attempts were made by responsible persons to introduce a measure 
of decentrahzatiom Some of tlie proposais wei'e really federal in 
character, xis we shall see, there wore great difficulties m putting 
such selieiiies into operation, and the first steps in decentralization 
were taken onl} after ten Nears. 

§1. Pfopomls for Devolution 

Although James Wilson spent only eight months in the country, 
he seems to liaYe drawn up a scheme for enlarging the powers 
of provincial Governments, but it did not see the light of day. 
However, it is noteworthy to find that he made a provision in Jiis 
Income-ta^i Bill for the appropriation of a fourth of the collections 
loi’ local purposes although his idea was to hand it over to the 
municipahties where they existed. He also pointed to the example 
of the United Slates where every ‘ state ’ had a property tax of its 
But he was noi for weakening central responsibility to 
any substantial extent. Sir Bartle Frere WTote in 1860 that 
Wilson had ‘ a great idea that to treat India as containing numer- 
ous difi’erent nations is as great a mistake as to dissolve the Union 
or restore the Heptarchy 

Soon after Samuel Laing look eliarge of the Finance Member- 
ship, he t'ame to the conclusion that a large devolution of powers 
to the» provinces was necessary. He realized that the financial 
crisis resulting from the Mutiny (Duld not be overcome by central 
taxation alone. The provincial Governraeuts could raise fresh 
taxes, and such revenues might be used for provincial needs. He 
placed this matter before the provincial Governments in a confi- 
dential circular, suggesting that tobacco be taxed. The replies 
from the provincial Goveinnieuts about the proposal to tax tobacco 
centrally had brought out the difficulties of raising a uniform tax 
on tobacco, but a provincial tax was much moi*e feasible. This 
was to form the nucleus of a ptmvincial budget, and more taxes 
could be added afterwards. 

In his budget speech in 1863 , Laing said : 

It is heart-breaking to hear of districts barren forVaut of water 
where water is to be had, of roads half-finished and abandoned or 

^ Einaanciad Statemexft, 18 February 1860. 

* Xietter to Barrow Bllis, 31 July; see J. Martineau, op. cit., ?ol. I, p. 311, 
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finished but useless for want of some bridge which has tumbled 
clown. India has two great wants — irrigation and communications; 
T do not mean grand schemes only which strike the imagination, 
so much as village roads, and tanks and water cuts, which enable 
every rood of ground to grow its crop and send it to the market. . . . 
Such works we a 3 *e most anxious to encourage and accordingly, 
instead of simply curtailing the imperial allotmoni to the local 
(Governments we say to them . . . ‘ Take what we are able to give 
you, and for tlie residue take certain powers of local taxation and 
raise it for yourselves ’. . . It has long been a standing complaint 
with other pi’osidencies and provinces that tliey were deprived of 
iheir fair share of self-government, and kepi in u state of galling 
and humiliating dependence on the bureaux of Calcutta. . . . The 
power of the purse is the ultimate power, and as long as local Govern- 
ments are absolutely subservient to Calcutta in financial matters, 
evidently they can have no real independence. But if, without sacri- 
ficing in any way the unity of the Empire and imperial control in 
imperial matters, we give them local budgets, their position is altered. 
. . . Each Government will therefore have direct interest in economy, 
in order to increase the fund applicable to local works, and I cannot 
fancy that Madras, for example, will long continue to spend 
£160,000 a year in public works establishments to look after 
£460,000 a year of expenditure upon actual works, -where it 
is apparent that every i^ound extra spent on establishn;ie]its means 
one pound more to raise by local taxes, or 01 less to spend on roads 
and canals. It is obvious that such a system of local budgets would 
harmonize extremely well with . . . (the establishment of) local 
legislative councils, h . . It would at once give them an appropriate 
and dignified position. The scheme would greatly foster the growth 
of municipal institutions and, what is still more important, of the 
spirit of local self-help and self-guidance which is at the bottom 
of a nation’s greatness. ^ 

Accordingly, he pro|X)sed to transfer charges amounting to 
^^£f500,000 to provincial budgets. The proposal was circularized 
\among the provincial Governments but did not evoke any#tenthu- 
siasm among them. Madras and Burma flatly refused the offer. 
The Governor of Madras (Sir William Denison) remarked that 
Madras was already heavily taxed, and feared that a new tax 
would expose the Government to obloquy. J. D. Maltby, a 
member of the Council, considered the proposal quite insufficient 
for achieving the aim in view. * If they (provinces) are to enjoy 
real liberty of action and management, it seems to me that the 
Acts of Parliament affecting India must be altered so as to give 
them a control over the general taxation and expenditure within 
their range, subject to the condition of supplying a fixed con- 
tribution to the imperial treasui-y.’^ The Bengal Government 
agreed to raise a tax on tobacco and betel by means of a licence, 

^ Tlie provincial legislative mincils were inaugurated in 1862 by the Indian 
Councils Act, 1861. 

^ Budget speech, 27 April 1861, Legislative Comal Proceedings, pp. 359-61. 

® Letter from Madras, 22 April 1861, 
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but wanted bi addition that the existing' licence tax should be pro- 
vincialized. This latter the central Government were iinwillini£^ 
to do. 

Evidently the proposal was pi’emature. In liis budget speecli 
in 1862, Lain^q explained that the matter must be left to the new 
provincial legislatures.’’ He still asserted his unswerving faith in 
devolution. ‘ I am as strong as ever in favour of the principle of 
local taxation for local objects. Tn fact, if this great Empire is 
ever to have the roads, the schools, the local police and other 
instruments of civilization which a flourishing country ought to 
possess, it is simpty impossible that the imperial Government can 
find either the money or the management.’ In the result, local 
taxation was not raised, but a sum of i:250,000 was placed at the 
disposal of local Governments, moslly for opening roads in cottoi} 
tracts on schemes approved by Ihe central Government. However, 
a number of local taxes were levied soon afterwards, as we shall 
see in the next chapter. 


§2. Increase of Expej^diture 

The expenses of government went on increasing, but revenues 
did not kelp up. The principal cause of the increase in expendi- 
ture at the time was the general rise of prices and wages which 
resulted from the cotion boom of 1864-5. ‘We are’, said Tre- 
velyan in 1864, ‘ in the midst of one of those social clianges which 
mark the progress of nations. A general increase of prices and 
wages must be followed by a general elevation of the standard of 
public expenditure.'^ The effects of this economic transformation 
were manifold. Firstly, it increased the cost of the existing ser- 
vices. The pay and allowances of officers, both civil and military, 
had to be largely increased, and, according to Temple, this 
incre^e was from 15 to 80 per cent, by 1869.^ As the prices , 
of foodstuffs rose, the expenditure on cojumissariat contracts 
largely increased, and as wages increased the outlay on public works 
became necessarily larger. Secondly, the economic tFanges after 
1860 necessitated also an increased administrative equipmeait. 
Eeform in every line was called for, and it invariably meant 
increased expenditure. The army authorities wanted barracks on 
an elaborate plan, and this meant on an average £1 million a 
year. Others wanted a better system of police, and this involved 
a larger personnel on higher salaries. Jail reform was another 
favourite theme of the time. It was proposed to adopt the cellular 
system of England, at a cost of not less than £12 millions. This 
proposal made many wonder whether the prime concern of the 


* Budget for 1862-3. 

® Financial Statemesfc, 7 April 1864; also Pinaneial Statement, 186$. 
® Legislative Council Ptoceedings (1869), p. 120. 
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Cjovernmeiit was the criminal or tlie peaceful citizen. John 
Straehey caustically remarked : 

When I think of jill that has 1o be done in India for the 
honest pari oi the comuuiniiy, liow roads and I'ailways and canals 
have to be made, how tJio people have to be educated, and ten 
thousand woiks of impro\emenl to be carried oiii, it seems to me 
monstrous that we should ha\e to discuss these schemes ^cliich T can 
only characterize as scdiemes of silly sentimentality.^ 

The fall of purchasing power meant an increase in the Govern- 
ment’s burdens and a fall in their real income. Had the moiiej^ 
income correspondingly increased, there would have been little in- 
convenience. But with land re\emie as its mainstay, the Indian 
tax-system was necessarily inelastic. As the customs duties w^ere 
still a minoi* item, and the income-tax had been abandoned, the 
Government did not benefit appreciably by the rise of prices. 
Further, opium was a very unsteady source of revenue, and it 
repeatedly upset the calculations of successive Finance Members. 

The total expendituj'e of India increased from £44 millions in 
1861-2 to £50 millions by 1870-1. The increase in military 
expenditure wvas not great, but civil chai’ges rose lai’gely. The 
total civil charges in 1861-2 were £14*2 millions, but rose to £19*8 
millions by 1870-1. Of this increase, charges for revenue collec- 
tion, law and justice, and miscellaneous items w^ere responsible for 
the amounts of £T29, £-7 and £-87 respectively. The increase 
under miscellaneous was the most striking — from £520,000 in 
1861-2 to £1,400,000 in 1870-1. 

Massey realized at the very outset that some drastic remedy 
was necessary. In 1866 it was proposed to revive the income-tax, 
but this proposal met witli serious opposition and the idea w^as 
dropped. In 1867 the Government imposed the lieen(‘e-lax in the 
teeth of opposition from the influenlial European business comr 
munity in Bengal.^ A largo public meeting was lield in ihe,^Town 
Hall at Calcutta to protest against the Bill, and it was said ‘ that 
the cheers whidi gi'eeted the orators were loud enough to be heard 
in the Government House dose by’.^ Although the Bill was 
passed in a modified form (as a certificate tax), the Government 
realized the difficulty of imposing any new tax burdens. 

Massey also was convinced of the futility of the imperial 
Government managing the whole of the finances of India. He 
repeatedly pointed out that for meeting the growing need for 
economic improvements ]o(*al taxgbtion was essential. In 1867 he 
said : ‘ In the vast and various provinces which are united under 
the dominion of ihe Crqwn throughout the continent of India, 

r • 

^ Ltegislatwe Cottncil Proceedings^ 20 March 1868, p. 193. 

2 Legislatwe Council Proceedings (1867), pp. 185-92; Pritchard, op. eii., vol. I, 
pp. 276-8. 

® Sir Eichard Temple, Men and Events of My Time, 836; also Pritchard, 
op. cit., vol I, pp. 276-8, 
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there are many sources of revenue which might be made available 
for local purposes, but which could not be used for imperial objects 
without giving rise to just complaints ot partial exaction, or even 
of breach of faith/^ There \\ere also tccbmcal difficnlties in iii- 
(Teasing central taxalion. The penuanentl^y settled e.Tates claimed 
immiimt} from further imperial imposts, but the local rrovernmeni 
could tax iliem for local purposes, for carrying out improveineiits 
which would directly benefit the landholder. Fiudher it was im- 
possible for the mipenai Government to exercise effective iinancia] 
control over tlic provint*es, and the only means of preventing extra- 
vagance wms to impose some I’espoiisibility on tJie proviiicaal Govern- 
ments. Massey therefore decided upon a scheme of provincial 
finance, and in 18fi6 addressed a circular letter to all provincial 
Governments proposing to transfer to them certain heads of 
expenditure like education, police, jails and public works, and 
suggesting that funds might be found from a licence-tax, a liouse- 
tax, ail octroi, and a succession dutj . The proposal was received 
coldly by the provincial Goveiinnents. The Bombay Government 
suggested that income-tax should be re-imposed and the proceeds 
distributed to the provinces,^ 

« §3. .4 Scheme of Federal Finance 

As the financial position of the Government continued to be 
unsatisfactory, Massey put forw’ard another scheme of decentra- 
lization in January 3867. The details of the plan were worked 
out by Eichard Strachey, wdio had in llie meantime become an 
ardent advocate of decentralization. The new scheme was one 
of federal finance, and it evoked % keen controversy throughout 
the country. A detailed account of tliis scheme should be 
valuable at the pi’esent time, when a full-fledged scheme of federal 
finance is being introduced.^ 

StrsKshey's note of 17 August 1867 was the Hvsl and fhe 
most complete description of the scheme. His rnaiin idea w^as a 
g>*adiial federalization of the Indian financial system. He argued 
that * the old rigorously centralized system of finance had shown 
the most unmistakable signs of its incompatibility wntli the existiilg 
state of things’, and suggested as a remedy that so far as pracin 
cable Mile eotii’e revenues and expenditure should be placed on 
the local (jovernments ’. This change was not, howeveig to be 
effedeiil immediately, but b\ degrees, so as to avoid all risks 
of confusion in the public accounts, while educating the local 
officers in .matters of financial administration. Although the im- 
mediate relorm which he proposed was sibhII, Strachey had a clear 

• « 

’ Fmauciai Slatouient, 1^157-8, hegislatwc Council Proceedings, p, 1/54. 

“ Governor’s Minute, 25 November 18G6. 

** A paper by tbe aufeiior in the Indian Journal of Ecommws (1926) on ‘ An 
Early Proposal tor Itedefai Finance ’ has been incorporateci here. 
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vision of the end to be aimed at. The central Government should 
ultimately be divested of detailed concern with all those items 
oC expenditure which pertained to branches of administration, the 
details of wdiich it could not properly control. „ ' Thus,’ wrote he, 
‘ I should conceive that tlie financial position of the central author- 
ity should by decrees be brought to assimilate generally to that 
of the United States central government, tliongli, of course, powers 
of supervision and conh’ol of a general nature must continue to be 
exercised over the finances of the separate local administrations 
which have no existence in the case of America.’ 

Federalism was thus the definite goal aimed at by Strachey 
and Massey. The success of the federal constitution of the United 
States had become generally recognized by that time, and even 
the Civil War which then raged did not shake this opinion. In 
the ’sixties federalism was much discussed in England in con- 
nexion with the Dominion of Canada Act. Even apart from 
these factors, the physical and political conditions of India have 
always been such as to suggest a federal analogy. 

The immediate measure of devolution proposed by the Finance 
Member was not of any large magnitude. It was only a first 
mstalment of the federal finance system which was ultimately to 
be set up. A few charges under heads sucl] as jails, education, 
medical services, and roads were to be transferred to provincial 
management; and in order to meet these charges, the whole of 
the revenue credited to the heads, law and justice, and education, 
was to be handed over to the provincial Governments, as also 
one-sixteenth of the land revenue and one-fourth of the revenue 
from licence-tax collected in the provinces. For the rest, the pro- 
vincial Governments were to l)e permitted to raise fresh taxation 
or to levy an extra cess on existing taxes. 

Strachey recommended the transfer of a portion of the land 
revenue on the ground that it was ' perhaps the best general 
standard by which to measure many of the claims fom public 
outlay In his opinion this held good in particular as regards the 
charges for roads, the whole of which he proposed to transfer to 
local management. ' It is mainly to the agricultural interest that 
good roads are of importance. India being essentially an agricul- 
tural country and its wealth depending so greatly on the possibility 
of its produce being exported with profit, the construction of roads 
is of the first necessity for general prosperity.’ 

The idea of sharing the existing revenues was suggested because 
it was hoped thereby to give" the provincial Governments an 
incentive to administer those taxes economically and ^efficiently. 
It was also intended "as a means of ‘ creating distinct local 
revenues, without the intoduction of new forms of taxation and 
without the action of separate tax-gathering establishments, both 
of which necessities must arise under any other system and both 
of which are, if possible, to be avoided’. In this manner the 
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provincial (Toveninieiiti.s were to receive a revenue estimated 
at ct'2-7 millions, against which the chai'gcs to be tninsierred canje 
to il*5 millions. The balance, iT*2 millions, was to be used for 
public works. The provincial (fovermnents were to have a regular 
annual budget showing their revenues and expenditure, and each 
province was to have a separate Mnaiice Department. However, 
the Go\ermiient of India J'cserved the right to withdraw the 
revenues in case ol' emeigency. 

Massey claimed that the reform proposed would (1) lead to 
economy and cheek extravagance by the provincial Governments; 
(2) make both the central and tlie provincial administrations more 
efficient; and (d) give the (piietus to the unpleasant jealousies and 
bickerings between tlie Governments. That India W'as not 
lit for a uniform tax-system had already been demonstrated by 
the tussles witii Gomba.}, and it was clear that no ad\ance could 
be made without some real decentralization.^ 

Sir Henry Maine and Sir William Mansfield, Members of 
Council, gave sti'ong support to tbe proposal. Maine was certain 
that the system of iinaucial control was ‘ at all events in danger 
of going to pieces, unless the strain be lightened somewhere 
All that the central Government (*onld do w^as to rebuke the pro- 
vincial authorities, but that was not a very serious penalty, and 
one could easily become callous. 

It seems to me to be too hastily assumed [wrote Maine] that 
the nearly exclusive control now enjoyed over the finances of the 
country by the Government of India results necessarily and inevit- 
ably in economy. . . . The truth is perpetually before us that the 
Indian Government, in all its parts, is one of the most ephemeral 
m the world. Five, ten, or fifteen years hence, we may have a 
Governor-General witii special crotchets — ^let us say military 
crotchets — which may lead him to expenditure transcending the most 
wanton extravagance of all the local Governments together, and for 
xvhich, moreover, there would be nothing to show. ... 1 see positive 

advantage in curtailing to some extent the pi'oportion of the revenues 
of India at the absolute disposal of the central Government, and in 
fully approprial ing a considerable part of these revenues to the needs 
of local Governments. I can quite conceive a campaign in the 
Oxus or Jaxartes being undertaken with less precipitation if tile 
supreme Government had lost the power of summarily stopping all 
public works throughout India and could only pay for military glory 
by borrowing or taxation. If tlie Indian public debt be analysed, 
I venture to say that, putting aside the results of the event of 1857, 
it will be found to have been mainly incurred through imperial and 
not local extravagance.'*^ 

Sir William Mansfield pointed out fmm his own experience 
that there had been perpetual^ friction between the central Govern- 
ment and the provincial administrations. He wished * to make 

^ Mimite, 19 September 1867. ^ Mimitc, 10 September 1867. 

• ® Minute, 13 September 1867. 
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the local Govermneiits pai’tners in the great joint stock oi the 
Indian finances . . . instead of keeping them on the footing of 
agents and serrants who, having no motive for economy in using 
the means of their master, tlhnk only of enhancing their own 
demands by comparisons, more or less well-founded, with tlie indul- 
gence conceded io oiliersh He thought that there was an appro- 
priate analogy between India and the United States in a 
general way. India was in reality ‘a bundle of Governments’, 
even as the gi’eal American Eepublic. He wmuld not be contented 
with mere financial decentralization as suggested by Strachey, but 
would like to see the finances and laws of the Empire discussed 
annually at a conference of the provincial Governors and Commis- 
sions v'ith the Supreaie Council. 'In this manner’, he said, 
' could local Governments be more closely associated with the 
central Government to compare the institutions, the wants and 
appliances of the several Governments, to state fairly before the 
public their own demands and to co-operate under the Governor- 
General for imperial purposes.’ This would, he thought, serve the 
same purpose as the (^^ongress of the United States. At the same 
time he was for unifying the presidency armies under a single War 
Ministry of the Government of India. He considered the presi- 
dency army system as a case of decentralization of the wrong 
kind, imsuited even for a federal system. 

§4. The Madras Scheme 

The scheme was circulated among provincial Governments for 
their opinion,^ Most provinces welcomed it ardently; but Madras 
was dissatisfied. The Madras Board of Eevenue made a thorough 
analysis of the scheme and”' drew up an alternative proposal 
whicii deserves credit as a financial document. The general 
lines of their scheme were : to determine wliat should be con- 
sidered the imperial or national expenditure of the Empire; to 
distribute this fairly among the several provinces, and require 
each to contribute its share thus apportioned, year by year, making 
it a first charge on its revenues; to leave its local administration 
in all other respects to itself, subject to that general control which 
must exist to ensure the due payment of its quota. ‘ If the central 
Government first determines what each has to contribute,’ wrote 
the Board, 'each province must adjust its requirements to its 
means.’ Madras was then contributing more than its proper share 
to the imperial exchequer, and only a system of federal finance 
could have removed this injustice to the oldest presidency of India. 

The Board went into elaborate detail in justifying theii’ 
alternative scheme. They analysed the Indian budget, item by 
item, and distinguished in that jurnble of scattered 'grants’ the 
legitimate spheres of the central and provincial budgets. As the 

^ Circular letter No. 2823, 19 September 1867. 
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imperial cliar^^es came in all to £24,787,416. The items inekided 
in it could not jnBtl3^ be charged to any special province. It was 
tile commuji eApenditnre for national purposes and slionld have 
been met iVom the combined purse of all the provinces. However, 
they found also ceilain items of revenue legitimately belonging to 
the central Government, but these revenues would meet only a part 
of the imperial expenditure. The really imperial items wei’e, inter 
alia, the mint, post office and telegraphs. xVll these together would 
not produce more than £2,467,960. The balance, £22,319,430, had 
to be made op by taking a percentage of the gross revenue of each 
province. If a percentage of land revenue alone were taken, it 
would fall as a heavy burden on ifadras, where land assessments 
were the heaviest. Similarly, an apfiortioriment based solely on 
indh'ect taxes (customs, opium, eho), would be unfair to Bengal 
and Bombay, Therefore it would be best to take from every pro- 
vince a contribiilioD proportional to its gross revenue. 

It was also pointed out that the existing financial arrangements 
were unfair to Madras. The Madras army was maintained by the 
revenues of the presidency, but had to garrison the Central Pro- 
vinces and Burma as w^ell. Bombay too had similar external 
charges. But neither of them got a subsidy for such services. The 
right thing would be to make the whole of the regular army an 
imperial charge. ‘ It [the Madras army ] is in reality maintained 
for the security of the Empire at large from internal rebellion and 
foreign aggression. The safety of the whole depends on the safety 
of each part, and it could never be permitted to any portion of 
the Empire so to reduce its military force as to disable it from 
succouring any other portion in the time of need, or so to inei*ease 
it as to endanger the Empire.’^ * 

If the burdens of the Empire had been apportioned on the above 
basis, Bengal would have had to contribute £7-7 millions, 
Bombay £4‘4 millions, Madras £3-7 millions, the North-Western 
Provinces £3 millions and the Punjab £1*7 millions. Bengal and 
Bombay would thus have a deficit, while Madras would have a 
surplus, Avhich could be used for long-delayed public improvements. 

The Government of Madras were also convinced that the 
provincial budget should be discussed and approved by the local 
legislative council. Sir Alexander Arbuthnot, Member of Council, 
declared that this had long been an article of Ms political faith. 
With a view to establishing a thoroughly effective check on the 
expenditure of the local Government, it would be useful to pass 
the budget, section by section, and embody it in an Appropriation 
Act. The appointment of non-official members had proved a 
source of strength, and not a source of embarrassment, as some 
had feared ri The same vie#s were later pressed hf him and by 
the Madras Government in 1870. 

^ Board Memorandum, 27 January 1868. 

^ Madras Legwlatme GouncU Proceedings^ 23 February 1871, 

11 
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§5. Imperialism versus Federalism 

In a striking minute of 1868, Lord Napier of Merchistoun, 
Governor of Madras, made a searching analysis of the merits and 
defects of federalism for India. In his opinion Ihe federal system 
had great advantages. Firstly, the provincial Governments would 
be interested in raising as large a revenue as could be raised 
consistently with the welfare of the countr} . Becondly, the pro- 
vincial Governments would act with more reflection and energy 
in the prosecution of public improvements. ‘ Their plans tor public 
good would not be checked or overturned by a distant authority; 
their responsibility would not be divided; their credit would not 
be shared; and the financial results of their labours would be 
retained in the provinces.’ Thirdly, provincial budgets wmuld be 
protected against the mistakes and delays resulting from the inter- 
terence of a controlling external authority which was itself over- 
burdened with work and incapable of dealing with local details. 
Fourthly, the burden of taxation would be more willingly borne 
by the people, because they would feel that the bulk of the revenue 
w^as spent for them directly. 

At the same time, Napier found more substantial merits 
in an imperial system. Firstly, a centralized system of finance 
went very well with a centralized system of administration and 
only such a powerful administration could have the resources and 
prestige to impose over the Indian states, to overshadow them, 
even to be generous to them, and to keep the rival factions in 
the country under control. Secondly, the strong position of the 
central Government invested it witli a degree of credit in the 
English money market which was about equal to that of France 
or the United States, and superior to that of liussia. Thus India 
could borrow her capital at 5 per cent. If the central Govern- 
ment became a ' pensioner of the provinces it would not he able 
to command such r*redit either in England or in India, and even 
Indian capitalists would be reluctant to lend to pmvincial Govern- 
ments, The greatest need of the hour was public w^'orks, and 
uitder a federal system it would be difficult to find the resources 
for carrying out such works. Thirdly, several common interests 
of India and the interests of backward parts were bound to suffer 
under a federal system. Tlie maintenance of frontiers, the im- 
provement of ports and harbours, tlie maintenance of a powerful 
army or navy, all these required a pow^erful central Government 
with authority all over the country. Fourthly, a certain amount 
of uniformity was necess^ny for the harmonious development of a 
sub-continent^ like India. A common system oi civil law and 
administrative practice was essential. Without a powerful central 
Government, divergences of a very inconvenient kind were likely 
to arise in law and administrative practice. Fifthly, a powerful 
central Government was a military necessity at the time. Only 
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such a (ioverniiieiit could bring together all the resources of the 
counti'y, in loeii and money, against foreign aggression; and with 
the growing menace oi* Enssia and the recuriing disturbances on 
the Fj'ontier, a fcdej'al system would be a dangerous experiment. 
Sixthly, Napier also thought that the centralized authority of the 
Government of India represented the majesty of the British 
sovereign, and filled the place of the Gi'eat Mogul in Indian irnag- 
inatioii. In his opinion such a fci’adition oi autocratic sovereignty 
w^as congenial to the oriental mind, and essential to the allegiance 
of the numerous peoples and principalities of India. 

On all these grounds, Napier thought that, on the whole, an 
imperial system was preferable to a federal system, in the circum- 
staiK^es of the time. But il a federal system were preferred, it 
could not be secured by the ‘ partial ’ pjroposais of Massey. Parlia- 
meiii would have to move and a congress be called in India with 
representatives from the provinces. But if finance w’^ere thus 
federalized, administration had also to be federalized. He had 
no faith in half-measures and therefore opposed equally the Massey 
scheme and the proposals of the Board of Ee venue. ^ 

§6. Opposition in the Government of India 

• 

In the beginning, Lord Lawrence, the Viceroy, was not 
opposed to Massey’s scheme; but he was reluctant to support it.^ 
Subsequently, he became more and more suspicious, as is clear 
from his later minutes and the evidence he gave before the 
Parliamentary Select Committee.^ He was convinced that a 
centralized Government was necessary for India’s defence, and he 
greatly feared that deeentralizatioB would weaken the Government 
and endanger the safety of India. He also denied that the financial 
control of the Government of India was ‘ going to pieces ’ (pace 
Sir Henry Maine). The analogy of the United States would not 
hold, because in India, the Governments were not controlled by 
the people. Indeed there was no harm in transferring portions of 
revenue and expenditure to the provinces, but the central Govern- 
ment must maintain a strict watch. It was said, in justification of 
the federal proposal, that when the provinces got the power to 
spend money they 'would raise more taxes, but this was a dangerous 
possibility. Whether fresh taxation was imposed by the central 
Government or by the provincial Governments, it would be equally 
unpopular, for neither of those Governments existed by the people’s 
consent. Lawrence said : ‘ Evefy official who is connected with 
the Government, particularly the higher officials, are all looked 
upon as part and parcel of the same sj^stem; and whether I as 
collector, or commissioner, -or Lieutenant-Governor? or (we will 
« 

* Minata, 15 February 1868. ® Minute, 7 September 1867. 

® Mmutes of 27 SJbtember and 22 October 1867: Select Committee Beport 
(1873). 
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say) as Governor-General, initiate and carry out a particular pobc} , 
it is all considered as belonging to i!ie one Goveniiueiit and tlie 
one system.’^ Therefore, wL:>dom lay in keeping taxation light. 
' We are a handful of foreigners in this country wiote Lawrence. 
‘ To tax the people the least and to use (he taxes for beneficent 
administration is our best policy, and this is the way to consolidate 
our hold on the country.’'^ If the })io\incial (lovernmeiits were 
left free to tax, it might create discontent and might end in another 
Mutiny. 

These views were powerfully supported by Major-General Sir 
Henry Durand, Member of Council. He denied that the financial 
control exercised by the central Government was vexatious. 

Strangely enough, the Government that has been treated with 
the greatest liberality, if not laxity, by the Government of India 
is precisely that which has shown niosl disposition to evade, if not 
oppose, the financial control of the central authority. There has been 
no difficulty in our relation with the Madras Government; on the 
contrary, with hardly an exception, nothing can have been more 
moderate and economical than the procedure of that local Govern- 
ment. . . . Bombay alone has sought to push away attention from 
numerous, and some of them very gross, eases of irregular and 
profuse expenditure by raising the cry of petty and vexa^tioiis inter- 
ference on the part of the Government of India. ... I confidenii,’v 
assert that at present there is absolutely no ground whatever for the 
allegation that the financial control of the Government of India goes 
to the extent of the excess. ... To subvert the financial control 
of the central Government, because one out of nine administrations 
has proved rather refractory, is about as sensible a procedure, to 
my mind, as to annul the Articles of War and the powers of the 
Commander-in-Chief, because a ^regiment should happen somewhat 
to misbehave. I venture to doubt the statesmanship of ruling either 
India or armies in this way.^ 

This line of reasoning decided the fate of the scheme- In 1868 
the matter went up to the Secretary of State. Sir Stafford 
Northcote, in the course of a debate in the House of Commons, 
said that, although he concuiTed in the principle of Massey's pro- 
posal, ‘ he would be the last to recommend the weakening of a 
system that had raised the credit of India to the highest pitch \ 
It was the fear of another mutiny that weighed with Parliament 
in assenting to this view. There the matter ended. 

The fears of the imperialists were largely unfounded. Neither 
Massey nor his supporters wanted to w^eaken tlie position of the 
centi-al Government. What they* wanted was to ease the burden 
of that Government by transferring some financial power to the 
provincial Governments. "But such pownrs were to be exercised 
under the supervision of the central Government. The local needs 
of the provincial Governments were growing and the only way 

^ S&lcct Gommitiee Report (1873). " Mimite, October 1867 . 

® Durand’s Mmute, 7 October 1867. 
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of meeting those needs was to raise local taxes and to spend the 
proceeds of such taxes with the concurrence, in some form, of local 
representatives. With such a quid pro quo, taxation could become 
less unpopular and the burden of the central Government could 
be eased. This policy was soon put into effect and none of the 
dangerous conse(|aen('cs feared by Durand resulted from it. Durand 
might have raised such objections to the scheme of John Bright 
(1858), but they had no point in connexion with Massey’s modest 
proposals. 

However, India was not then ripe for a full-fledged system of 
federal finance. There was not yet in India a degree of political 
and economic unity sufficient for the formation of a federation. 
Further, there was no meaning in talking of federalism when both 
the central and ])roviDcial Governments were equally controlled by 
officials. A government must be controlled either from above or 
from below. In the absence of popular control, the control from 
ahoYe was necessary. Therefore, federalism was then premature 
for India, and the country found greater safety in the instinct of 
Lawrence than in the reasoning of Massey. 

§7. Increased Taxation 

Thus this early proposal for federal finance failed. The result 
was the re-imposition of the income-tax. Lord Lawrence had 
made up his mind before he left India in December 1868 to 
convert the certificate tax into an income-tax, and his successor. 
Lord Mayo, agreed with him. Accordingly, the new Finance 
Member, Sir Puchard Temple, introduced a bill, in March 1869, 

‘ for imposing duties on income alid profits arising from offices, 
pi’operty, profession and trades ’A The certificate tax was already 
an income-tax restricted to certain classes, and it was fair to place 
a similar burden on all other classes. The rate was to be the 
same as for the certificate tax, i.e. 1 per cent., but later in the 
year it w^as raised to 2 per cent. Not only traders and fund- 
holders but landholders w^ere also assessed to the tax. Most of 
the exemptions under the certificate tax wei’e swept aw^ay, bpt 
insurance companies w^ei’e exempted. The bill wurs passed without 
much opposition. 

Even then, the finances of India showed no improvement. On 
the other hand, they deteriorated. A surplus was expected for the 
year 1869-70, but as the year advanced, all indications pointed to 
a large deficit, due chiefly to the* depression in trade and the fall 
in the price of opum. The Government therefore proposed an 
enhancement of the income-tax to 2 per*cent. The Maharaja of 
Jaipur and Major-General 8ir*Henry Durand opposed this measure. 
Beplying to the Mahamja, Temple said that the income-tax might 

® Legishtim Comal •Proceedings, 6 March 1869. pp. 10P32; also Sir Eichard 
Temple, op. cit., p. 3S7. 



166 


FEDERAL FINANCE IN INDIA 


be odious to those who would pay it, but not to the people generally. 
Only one person in a thousand would pay it. The Government also 
increased the salt-tax in Madras and Bombay. The duty in Madras 
was raised from Re. 1-11 per maund to Es. 2 per maiind. In 
Bombay it was raised from Ee. 1-13 to Rs. 2 per maund. The 
immediate occasion for this was the financial stringency, but it 
was also necessary for moving towards the goal of equalizing the 
salt-tax all over India. 

By these measures, the impending deficit was converted into 
a small surplus. But the experience of four years convinced the 
Government that the only radical remedy for the chronic deficits 
was the decentralization of finance. 

When the financial statement was presented on 2 April 1870, 
a bill for renewing the income-tax was also placed before the 
Council. It was proposed to raise the rate to 6 pies in the rupee, 
or 3J per cent. This roused some opposition. The public consid- 
ered the income-tax as an emergency measure, and to continue 
it from year to year was regarded by many as impolitic. Strachey 
pointed out that in no other way could the financial needs be 
met than by imposing an income-tax. The estimated yield of 
the tax was £2,180,000, but the actual yield was slightly lower. 
In 1871 the Finance Member again moved for a n’enew^^al of 
the income-tax and all the old objections against the tax were 
repeated once again. Inglis, an officer who had had experience 
of income-tax collection in the North-Western Provinces, com- 
plained about the lack of reliable data for assessments , which made 
the tax ' so hateful to the officer who had to assess it and the 
people who had to pay it’. Several cases of corruption and 
oppression had occurred; a large number of people bribed the 
subordinate officers to keep their names off the list. He believed 
that 'for every man who paid income-tax to the Government, 
twenty paid to get off; and that for every rupee paid into the 
treasury, another was paid to the subordinate native officials In 
his view, the income-tax demoralized the people of India and 
created widespread disaffection. John Strachey questioned this 
statement. In his own experience, no serious oppi'ession had 
arisen on account of the income-tax. Sir George CampbelP pointed 
out that incomes from property and from labout’ should be assessed 
at different rates.^ 

The income-tax was again imposed in 1870-1, and, as a result 
of the increased taxation, drastic retrenchment and the measure 
of decentralization, the year 1870-1 closed with a surplus of 
£1,482,990, which was half a million more than the estimated 
surplus. 

The income-tax was continued for two years longer, but the 
taxable minimum was raised from Rs. 50Q to Rs. 750 in 1871-2 
and to Es, 1,000 in 1872-3. Year after year, there was repeated 


^ Dient.-G-ovemor of Bengal. * Legislatim Council Proceedings (1871), p. 404. 
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criticisni on its renewal, and the disciissions of the annual ‘Finan- 
cial Statenieni became lively. Official members expressed their 
opinion freely in those days, and the non-official European repre- 
sentatives w^ei’e loud in their criticism of the Govejiiiiient. The 
provincial Governments also became more and more opposed to the 
income-tax. Sii* Geor^^e Campbell held that a proper assessment 
of income-tax was difficult in the existing state of statistics. In 
the opinion of Sir William Muir, the great objection to the tax 
was that it destroyed tlie influence and popularity of the district 
(jffieers and fostered suspicion and concealment on the part of the 
moneyed classes. Tlie Madras Government considered the income- 
tax to be entirely iinsuited to the conditions of the country. 
However, the Finance Member was unwilling to give it up, and 
its abolition in 1876 was chiefly due to the opposition of the new 
Viceroy, Lord Northbrook. 
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DECENTEALTZATION OF FINANCE, 1870-1 
§1. Genesis of the Netr Measure 

At last, the dreams of Laing and Massey came true. The 
financial dislocation resulting from the increase of expenditure and 
decline of revenues after 1866 has already been dealt with. Im- 
mediately after Mayo took charge of the viceregal office, he 
realized the seriousness of the situation. Expenditure went on 
increasing, but revenue did not keep pace. Year after year the 
budget closed with a deficit, and the accumulated deficits from 
1866 amounted to above .£6 millions. He boldly carried out 
retrenchment and imposed additional taxation ; but he soon realized 
that such measures were not adequate for restorbig financial equili- 
brium. Demands from the provinces were increasing, and this 
was the crux of the situation. ‘ There was only one remedy : to 
prevent the demands being made and this could only |)e done by 
imposing on the local CTOvernments a real and effective responsi- 
bility for maintaining equilibrium of their local finances.’^ As the 
Government Eesolution put it : ‘It was expedient that as far as 
possible the obligations to find the funds necessary for administra- 
tive improvements should rest upon the authority whose immediate 
duty it was to devise such measures.’^ Lord Mayo therefore pro- 
ceeded to strike at the root of Eie difficulty by initiating the first 
successful mea*sure of decentralization. Thus he set in motion a 
force which, gathering momentum in successive periods, has 
brought India to the threshold of federal finance. 

Before the close of 1869 Lord Mayo launched his scheme for 
discussion end elaboration. Fully recognizing the value of focus- 
ing attention on the question, Mayo placed the measure before 
tbe Legislative Council at the very outset. Temple and Strachey 
stiongly supported him.’*^ Temple’s mimite^^ which began the dis- 
cussion, stated that he was only carrying out what he understood 
to be ‘ the tendency of the views and wishes of the Governor- 
General h Mayo wrote: ‘I am determined not to have another 
deficit even if it leads to the diminution of the army, the reduction 

^ Minute on Lord Mayo’s Administration by E. Straebey. 

^ Eesolution No. 334, *^14 Le^’ember 1870, par. 3. 

^ Temple had himself adumbrated a scheme of decentralization before Mayo 
arrived, whereb}» he proposed to enlarge tbe financial powers of the Madras and 
Bombay Governments, and naturally he would have,, been keenly interested in 
putting through Mayo’s measure. But he had to leave foi England soon after- 
wards and the whole burden fell on John P^-rachey, who acted as Finance Member, 

^ 2a June, ' ® 
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of the civil establishments and the stoppage of public works/ He 
was convinced that the provincialization of certain revenues and 
heads of expenditure would lead to economy, increase provincial 
i’esponsibility and avoid much administrative difficulty. Above all, 
he thought that it would enable the rulers of ihe country gradually 
to institute in vaiious parts of the Empire something in the shape 
of self-government, and that it would eventually lead to the lajger 
association of Indians in the conduct of public affairs. 

The chief object of Mayo’s proposal was the transfer of certain 
administrative sendees to the provinces, with fixed assignments 
of revenue in order to meet those charges. The departments thus 
handed over were jails, police, education, registration, medical 
services, printing, roads, civil buildings, and miscellaneous public 
improvements. Evidently tliey were services essentially of a local 
character, and the provincial Governments could be legitimately 
expected to take a special interest in theii* upkeep. But they 
were also spending departments, and the revenues realized from 
them were small as compared with the expenditure incurred in 
maintaining them. The central Government were unable to give 
the provincial Governments the whole grant hitherto made for those 
services, viz. £50,019,512. In order to relieve the imperial ex- 
chequer, the sum of £350,000 was deducted out of it and the rest 
was distritiuted among the various provincial Governments. The 
deficiency was to be met either by economy or by provincial 
taxation. 

The scheme was sent to the provinces for opinion. The 
Government of the North-Western Provinces hailed the scheme 
‘with hope and confidence ’/ Madras also accepted the proposal, 
but lioped that more depai'tment.s would be transferred and sub- 
stantial revenues assigned to the provinces.^ The Government of 
the Central Provinces suggested that some revenue of an elastic 
character, such as that from excise or forests, might be handed 
over to the local Governments, as otherwise it would be difficult 
to find funds in the provinces.'^ The same Government also pro- 
posed that the whole provincial revenue and expenditure might be 
traosi'erred to them. Bombay expressed itself strongly against 
fresh local taxation. That presidency was then in severe straits 
owing to the sudden fail in the price of cotton. The Governor of 
Bombay recommended a full-fledged federal system of finance as 
the best solution. In case of necessity, the central Government 

^ Letter, 15 Septernbe^r ]S70. 

“ Just before the Resolution was issifed, the Government of Madras had made 
certain ‘ overtures ’ for a financial arrangement (letter, 27 September 1870), but 
the Government of India’s reply (10 October 1870) upset the Madras authorities 
so much that they wrote (8 November 1870) that they ‘ cannot disguise from 
themselves that they have found a spirit of distrust and a spirit of inquisition 
where thev hoped to obtain confidence and independence and that they had 
‘ reluctantly arrived at th^ conclusion that it is not practicable, under present 
circiimstances, to come to a harmonious adjustment of opinions and interests with 
the Government of Ind^ 

® Letter, 27 September 1870, 
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might take the whole revenue of India, but normally, he said, 
local revenues slioiild be devoted to local reqiiii'emeiits. 


§2. The Resolutions of 1870 and 1871 

After ascertaining the views of the provincial (jo\erniiieiits, and 
after further discussion in the (‘ouncil, the Governmeiit of India, 
on 34 December 1870, published their Resolution No. 3B4, wdiich 
has since become famous. It contained the details of the proposed 
system. The assignments (total 1:4,688,7] 3) were apportioned 
among the provinces as follows : 


f £ 


Oiidh ... 206,948 

Central Provinces 261,263 
Burma ... 275,332 

Bengal ... 1,168,592 


N.-W. Provinces 640,792 
Punjab ... 516,223 

Madras . . 739,488 

Bombay ... 880,075 


The Resolution definitely laid down^ that ‘ unless some fiscal 
misfortune, such as heavy loss in the opium revenue or national 
disaster such as war or severe famine occurs, the Governor-General 
in Council will maintain for the future the assignments for 
** Provincial Services ” at the amounts now fixed and that ‘ they 
will not in any case be reduced without previous consultation with 
the Governments h The provincial Governments w^ere required to 
prepare their own local budgets on the basis of these assignments 
and to distribute the assignments between the several services. If 
any savings were affected, they ^ere to remain with the provincial 
Governments and were not to be appropriated by the central 
Government, The annual budgets were to be published in the local 
Gazettes for general information and a financial exposition was to 
be made before the local Legislative Council. 

Some restrictions were, however, imposed upon the new 
financial powers of the local Governments. Without the previous 
sanction of the Government of India no new appointment was 
to be created with a salary of more than Rs. 250 a month, no 
addition was to be made to the salary of any officer whose pay and 
allowances exceeded Es. 250 a month, no classes or grades of 
officers were to be abolished, and the pay or grade of no class of 
officers was to be raised. Nor were additions to be made to the 
pay or allowances of any individual or class of officers that would 
lead to an increase in the emoluments of any public servant, doing 
duty in the same province, whose pay or allowance was charged 
to the GoveAment of India. The "supreme Government also 
retained power to forbid alterations in rates 'of pay or allowances 


^ P^r, 17, 
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wtiicli would produce inconvenience in other provinces. No 
moneys were to be removed from the public treasuries for invest- 
ments. ‘ No services now rendered to other departments at the 
charge of the departments made over to the control of the local 
Governments are to be diminished, and no services now rendered 
to these departments at the charge of other departments are to be 
increased,’ 

On 20 March 1871 the Government issued another Eesoliition 
transferring additional services to the provincial Governments, 
namely ( 1 ) petty construction and repair of buildings in the civil 
departments (with some exceptions); (2) medical services, com- 
prising salaries and allowances of medical officers of medical 
colleges, central jails and other minor items. Other alterations 
were also made in the assignments as fixed by the Eesolution of 
December 1870.^ A special donation of .>6200,000 was made to 
the provinces iu order that they ‘ may be able to inaugurate the 
plan successfully and to have as it were a fair start ’ . The actual 
resources thus handed over to the provincial Governments for the 
year 1871-2 are given in the following table 


PEOVINCIAL BESOUBCES IN 1870-1 


• 

Provinces 

Total 

assign- 

ments 

Beceipts 

surren- 

dered 

Total 

resources 


£ 

£ 

£ 

Madras 

752,300 

« 

81,800 

834,100 

Bombay 

901,200 

55,300 

966,500 

Bengal 

1,197,900 

264,800 ' 

1,462,700 

N.-W. Provinces 

635,000 

110,000 

745,000 

Central Provinces ... 

269,600 

24,000 

293,600 

Punjab 

528,800 

67,400 

596,200 

Burma 

276,500 

28,600 

305,100 

Oudh 

i 

211,300 • 

14,700 

226,000 


^ Besoliition (Eiuanee) No. 1659 of 20 March 1871, Among the alterationB 
was the retransfer of the*Galentta University from the provincial to the imperial 
budget (Letter from the Government of India, 21 March 1871). 

® Drawn up from Resolution 1660 of 20 March 1871, and from the Financial 
Statement, 1871-2. 
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§ 3 , The Promncial Budget 

Thus a separate budget was formed for each province, and the 
services handed over ceased to be mentioned in the imperial budget. 
The disappearance of the transferred subjects from the central 
budget created misgiving in the minds of some people, and in 1873 
the provincial budgets were appended to the imperial budget/ 
Further, the nature and si;^e of assignments varied from year to 
year according to the state of imperial finances. 

One of the underlying principles of the Eesolution of 1870 was 
to give the provincial legislatures, where such existed, some real 
responsibility in regard to provincial budgets. Paragraph 19 made 
clear provision for this. ‘ Each local flovernment will publish its 
own provincial service estimates and accounts in the local Gazette, 
together with a financial exposition (which should, where possible, 
be made before the local Legislative Council) analogous to that 
annually made in the Legislative Council of the Governor-General.’ 
Had this provision been given effect to, there would have been 
an early growth of financial responsibility in the provinces. But 
it was soon realized that such a procedure contravened s. 38 
of the Indian Councils iVct of 1861. The sanction of the Council 
was only required for levying new taxes, and there waS' no point 
in presenting a budget to the Council if it could not be discussed 
by it. However, the Government of Madras boldly suggested that 
the provincial budgets should form a schedule to an Appropriation 
Bill and that its contents must be voted section by section, as in 
the British Parliament.^ The Advocate-General (John D. Mayne) 
pointed out that sueb a procedure would paralyse the whole exe- 
cutive and make the Legislative rCouncil sovereign. But, nothing 
daunted, Lord Fapier held firmly to his opinion. The Government 
of India were shocked by the proposal and did not approve of it.^ 
The Madras Government, as usual, appealed to the Secretary of 
State, but that was of no avail. ‘Such a mode of procedure/ 
wrote the Secretary of State, ‘ is only applicable in a representative 
assembly, which has full powers of control over the executive, and 
such powers Parliament has advisedly withheld from the Legisla- 
tive (iouneils of India,’ The Government of Madras had to wait 
fully 50 years to obtain that authority, and perhaps it wais right 
that it should be so. 

However, although the right of public discussion of the budget 
was not conceded, the provincial Governments obtained greater 
freedom for distributing their expenditure among the transferred 
heads so long as they did not exceed the total expenditure allowed 
them. The exact extent to which the right of reappropriation was 

^ Financial Siatcnient, 18 March 1873, p. 298. 

^ Letter from Madras, No. 147 of 18 April 1871. ® 

^ Letter to Madras, 11 .Inly 1871. 

^ Letter from Madras, 19 September 1871. Dispatch fiom Secretary of State 
to the G-overnment of India, 18 Janiiary 1872, 
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permitted is not quite clear, for, wiien the (joveiiiment of Madras 
proposed in 1874 to inci*ease the grant tor ediieatioii by reducing 
that fo3’ roads, the Secretar} of State interfered and maintained 
that there was ‘ an implied understanding ’ that no one of the 
grants should be wholly sacrificed to the others. Howe\er, it was 
not denied that the right of reappropriation existed.^ Fi¥e years 
before this, provincial (loverninents did not possess even such 
powers as mimidpalities then possessed over their budgets. They 
were long in tribulation, but deliverance came in 1870, 

§4. Criticism of the Measure 

x4.s usually happens in the case of moderate measures, the 
new reform was attacked from two opposite sides. Some opposed 
it from the central Govermnent’s point of view; others criticized 
it from the provincial side. The centrists averred that the measure 
was too radical; the provincialists coraplained lha,i it was too eon- 
seivative. The evils which the centrists predicted were that (1) it 
would lead to the disintegration of the powers of the central 
Government and to a separation of interests between central and 
local authorities; (2) the local Governments would become extrava- 
gant; and ♦(3) ‘improper and infamous’ taxation would follow in 
the provinces to the great detriment of British dominion in India. 
Those who advocated provincial claims pointed out on tlie other 
hand that (1) the assignments were inelastic and were unequally 
distributed; (2) the provincial Governments had no interest in im- 
proving the revenues; and (3) the restrictions imposed upon the 
provinces were too hard and inconvenient. Therefore they advo- 
cated a more thorough-going system. 

The chief pro vincia list opposition came from Madras. Not only 
non-officials like J. B. Norton, but responsible officers like Sir 
Alexander Arbuthnot regarded the measure as inadequate. Norton 
held firmly to the Madras plan of federal finance. ‘ The language 
of sound decentra lizatioj 4, said he, ‘must be, “give me so 
much and you keep all the rest Tliis view was supported 
by the newspaper Hindu Patriot which wrote : ‘ Our plan of 
decentralization is this — we would separate all the imperial charges 
from the local budgets and exact a percentage as a sort of tribute 
from the local Governments for the defrayal of imperial expendi- 
ture. . . . This is to become a fi]*st charge upon local revenue.’ 
It is rather remarkable to note that Arbuthnot also held the same 
view. In his opinion, ‘instead ‘of determining what sum each 
pi'ovince is to be at liberty to expend on the provincial admini- 
stration, the Government of India should iJetermine what sum each 
province should contribute far imperial purposes and** should leave 
the remainder for piuvincial purposes Macfadyen sarcastically 


^ See Strachey, op. pp. 152-3. 

* Proceedings of tiie Madras Legislativ© Council, 17 February 1871. 
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remarked : ' Decentralization as understood by the Government of 
India is rather like a one-sided application of the scriptural in- 
junction, ‘Bear ye one another’s burdens/ ‘Just so,’ said the 
Government of India. ‘Here, Madras, Bombay, etc., bear this 
burden, we are tired of it/ 

However, the Madras leaders recognized that a. good beginning 
had been made. Norton hailed the measure, although it fell far 
short of his expectations; for he believed that it contained the 
‘ seed and germs of what in due season will ripen into the best 
and richest fruits’. Eama Ayyangar thought that the proper 
adjustment of the relative positions and functions of the siibordi- 
mate and supreme Governments was one of the most difficult of 
administrative problems and therefore he was not disappointed that 
no sw^eeping change had been made, and that it was sought to 
proceed step by step. 

The centrist attack was based on the traditional policy of 
centralization. The permanent staff of the Government of India, 
have always been cautious and have often been inclined to look 
with suspicion on any measure which delegated power to provincial 
Governments. Many of the stalwarts who hitherto opposed the 
policy, including Lord Lawrence and Sir Charles J. Wingfield, 
spoke to the Finance Committee of the House of Commons on the 
colossal evils which were going to result from the decentralization 
policy. Lord Mayo, though the head of the Government, had him- 
self to face much opposition even from his own secretariat.^^ But 
these cautious statesmen and financiers later admitted that the 
measure had not produced the ills that they feared it would. They 
found that it resulted in the establishment of more harmonious 
i'elations with the provincial Governments and thereby made the 
position of the central Government really stronger than before; 
that it produced no extravagance in the provinces, but rather led 
to economy; and that no injurious measures of taxation w^ere in- 
augurated in the provinces consequent upon this arrangement. 
The supreme power of the central Government was in short not 
weakened. According to John Stracliey, Lord Mayo hated the 
very term ‘ decentralization Stracliey adds : ‘ A more inappro- 
priate term could hardly be found. It seems to suggest that the 
Government of India has given up its own power of control over 
the imperial revenue and expenditure. It has done nothing of 
the kind. The powers of the supreme Government have been 
increased rather than diminished. An unreal and illusory authority 
has been abandoned and in its place a real power of control has 
been substituted. . . . The end to be aimed at by the Government 
of India is to divest itsel? of all detailed concern with those items 
of expenditure which pertain to branches of administration, the 

^ See Sir William Hunter, Life of Mayo^ voL II, p. 76. 

® Legkhtim Council Proceedings ( 1871 ), p. 169; a to Mayo’s speech, ibid., 
pp. 290-1. Mayo seems to bay© avoided the term even in personal conversation* 
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details of which it cannot in fact control/^ Thus all the vexatious 
interference of olden clays had to go. 

§5. Tncqualiiies in Grants 

The loudest complaint made by the pi’ovinceb at the time was 
about the unequal distribution of the assignments among the 
various provinces. The allotments were not based on actual or 
future needs of the province or with any regard to amounts contri- 
buted by them, but fin the words of Mayo himself), ‘in the pro- 
portion which the several net provincial grants bear to the whole 
net grant ' : which of course meant that it was divided simply 
with reference to tlie si at us quo which had been reached by the 
unsatisfactory methods of apportionment used in the days of 
centralization . They are called ' unsatisfactory methods ’ because , 
when the Goverameiit of India retained tine whole purse, the distri- 
bution of funds w^as not done on any equitable basis, but according 
to the pressure of the demand and the clamour attending it.'^ The 
result was that those provinces which contributed most to the 
revenues received least to spend. When the assignments were 
divided on that basis in 1870, the injustice of the division became 
patent to all. The Governments wTiich were favoured before were 
still favoured, and those that suffered before had still to bear their 
undue burdens with patience. Lord Napier, when acting as 
Viceroy in 1872 (pending the arrival of Loi'd Northbrook), wrote a 
vigorous Minute setting forth the inequalities of the apportion- 
ment.^ Bombay, the Central Pr’ovinces, Burma and the Punjab 
were favoured; Madras and the North-Western Provinces were 
neglected. Bombay and the North-Western Provinces, he pointed 
out, had almost equal revenue, but Bombay got ^901 ,200; while 
the North-Western Provinces got only .£635,000. The revenue of 
Madras exceeded that of Bombay by £1,324,531 and Madras had 
also a much larger population; but the assignment to Madras 
was £148,900 less than that of Bombay. Bengal, Madras and 
the North-Western Ih’ovinces got £2 per head of population while 
Bombay received £6 per head, and Burma £11. He pointed out 
i.hat Madras would have immediately i‘emonstrated, had it not been 
for tlie thought that ‘ it was not right to iwise complaints at the 
very inception of the reform h Lord Napier therefore recom- 
mended a more equitable basis for distribution. He suggested that 
in course of time, all provinces might be given 15 per cent, of 
their gross revenue, but this suggestion was not given effect to. 

Temple and Strachey admitted that there was some inequality, 
but could not agree with Lord Napier** that it was possible to 

^ Legibiattve Coumil Proceedings (1871), p. 160. 

* See cii. ix, §2. Also lleport of the Royal Comnmsmi on indtan Mxpenditmej 
vol III, p. 217. 

® Minute, 3 May 18W. I’he Madras Government complained in a cimnlar letter, 
No. 2019 of 17 August 1873, against * perpetuating pre-existing grievances 
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rectify it easily. ‘We must take exisiiug things for our basis/ 
wrote Temple.^ ‘ We must admit some degree of inequality in a 
matter where equality is impossible.’ Straciiey went further 
and questioned the view that the amount of revenue was the right 
basis for distribution of expenditure in a country like India. ‘ The 
Empire must be treated as a whole,’ he said, ‘ not as a collection 
of separate and semi-independent states.’^ Some of the new pro- 
vinces could not be maintained by their own revenues. They have 
naturally to subsist partly on the income from the better developed 
parts of the Empire.’'^ ‘ Actual requirements and actual means of 
meeting them can alone determine the amount which the Govern- 
ment of India can properly grant.’ 

The Government of India held that it was not possible to make 
any 8)^81601 of distribution absolutely equitable. Loi’d Mayo said : 

ii is quite possible that, as heretofore, (certain inequalities 
exist as between province and province; but we feel that, had we 
entered on a minute inquiry as to the precise amount which should be 
given to each (joveiaiment in proportion to their I'evenue and popula- 
tion or in respect to the area or requirements of each province, such an 
inquiry must last for a considerable time, and we were noi at all 
convinced that, even if such an inquiry had been entered upon, the 
result would be more satisfactory than the basis which We adopted, 
namely the grant for the past year. These grants have ever been 
made on the consideration only of our power to give and of the wants 
of each province, and I believe that any more minute inquiry than 
that would have only led to failure.^ 

All this did not convince the provincial Governments, because 
they found their purses becoming leaner. The fact is that these 
grants had been made previously according to the actual demands 
from the provinces. Indeed it was admitted that backward parts 
of India had to be supported from the revenue of the more deve- 
loped areas; but such a burden should fall equitably on all the 
developed parts and not be borne by some of them only. There 
was no reason why the peaceable peasant proprietors of Madras 
and the North-Western Provinces should bear the brunt of imperial 
expenditure, and yet this state of things continued for another 50 
years. ^ 

§6. Desire for Drtension 

Most provincial Governments suggested the transfer of more 
services, at least those actually administered by them. Madras 
wanted land revenue, excise and forests, as also law and Justice, 
ecclesiastical and medical departments. Bengal and other provinces 

^ Minute, 9 July 1872. ^ ' Minute, 27 July 1872. 

® Lord Lawrence said before the Parliamentary Select Committee that ‘ the 
gurplus of some provinces must make up for a deficit in other provinces h Q. 4539 
(1873). ^ 

* Legislatme Comcil Proceedings ( 1871 ), p. 517. ® See below. 
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asked for a similar transfer, and the Central Provinces this time 
asked for a completely federal arrangement. But, of course, they 
were expecting too much. For the time being, the Government 
of India were not prepared to go any further.^ 

But the position was getting incongruous. The services trans- 
ferred were mostly of the kind called nation-building. The 
country needed more schools, roads and hospitals; and expenditure 
on these was bound to expand, especially as India’s economic life 
was then undergoing a rapid changed But the assignments made 
to the provinces for these services were altogether insufficient. 
Even the favoured province, Bombay, considered its allotment 
‘most inadequate’.^ The new system held out no prospect of a 
province profiting by the improvement in its revenue. Whether 
its revenue increased or diminished, a province would still receive 
the same fixed allotments, and so it had no incentive to foster its 
revenues. Sir William Muir, Lieut, -Governor of the North- 
Western Provinces, wTote : ‘ It [the fixity of assignments] practi- 
cally declared that whatever may be the increase in the imperial 
revenue or the prosperity of the imperial finances, the educational 
department, that which confers the liighest moral and social good 
on the country, is to hope for no enlargement of its means from 
that source 

The remedy proposed was the transfer of some important 
sources of revenue to provincial management. This was the desire 
of all the provincial Governments. Nor did Lord Mayo regard 
this as unreasonable. During the budget debate of 1871, he said : 

At some future time, it may be thought desirable to a|>portion 
certain heads of revenue to local authority, reducing proportionately 
their grants; but I do firmly believq that if on the present occasion 
we had suggested anything of the kind, the result would have been 
failure, and it is certain that Her Majesty’s Goveimment would very 
properly have required a much longer time than they have taken to 
consider a change of so extensive and fundamental a nature.'^ 

§7. Increase of Provincial Taxation 

The opponents of the policy inveighed against the injurious 
local taxation that resulted from the new powder given to tlie 
local Governments. Before the Select Committee on East India 
Finance, Lord Lawrence, Sir Charles J. Wingfield, Kazi Shah- 
fa udin and others spoke ominously of the increased provincial taxa- 
tion and its probable consequences. Wingfield said that ' the local 
Governments are under a direct motive to screw as much as 

possible out of the people The departments made over to the 

*» 

^ Mayo’s Minute, 18 March 1871. ^ 

** Teijple’s Financial Statement, 1869-70. 

® Letter, 28 Aiigist 1872. 

^ Letter to the Government of India, 25 December 1872. 

® hegislatim C^umil Proceedings (1871), p, 287. 

® Mepoft of the Select Committee (1878), pp. 192-4, 

12 



178 


FEBEEAL FINANCE IN INDIA 


local Govemmeiiis were all such as call for increase of expenditure, 
and therefore he found a great danger in the new system. ‘I 
cannot imagine,’ he said, ‘ anything* more calculated to disturb the 
public mind and make the people uncertain as to what the future 
may produce than the principle of novel and incessant taxation at 
the mere discretionary will of the Government; because the legis- 
lature after all is composed of Government nominees and mainly 
of Government servants.’^ 

However, in practice, the measure did not I’esiilt in such evil 
consequences. As Strachey, Ellis and others repeatedly pointed 
out in the Legislative Council and elsewhere, the measure of 1870 
did not give provincial Governments any taxation powers -which 
they did not possess before. Local taxation had already been 
imposed and had made some progress before 1870. Some of these 
taxes were imposed about the same time as that measure, but 
that was a mere coincidence. Only in the North-Western Pro- 
vinces, Oudh, Bombay and the Punjab were any fresh taxes levied 
as a consequence of the decentralization scheme of 1870. 

In the North-Western Provinces, Oudh and the Punjab, a cess 
of about 5 per cent, on the land revenue was levied in 1871 for 
meeting the deficiency in the assignments; cesses on land revenue 
were raised in the same year in Bengal and Madras; and^in Bombay 
a tax on the non-agricultiiral rural population was levied. But 
these latter levies cannot be definitely attributed to the decentrali- 
zation measure of 1870, although there was considerable difference 
of opinion on the subject among the witnesses who appeared 
before the Parliamentary Select Committee in 1872 and 1873. 
Altogether a sum of about Es. 5 lakhs was raised. It has been 
claimed that as the income-tax ;ivas abolished about the same time, 
this did not mean any additional burden, but while the income-tax 
fell on the trading classes, the cesses fell on agriculturists who 
were comparatively poor. A well-known saying of Bir George 
Campbell (Governor of Bengal) was made in this connexion. ‘ The 
Government of India taxed the rich and we taxed the poor, and 
between us we taxed everyone.’^ 

§8. Mayo's Final Estimate 

On 31 March 1871, Lord Mayo made a masterly survey of 
financial decentralization and other measures carried out during his 
regime. He examined the criticism that India was over-taxed. On 
the authority of Grant Duff’, he •estimated tliat, wliile the TTiiited 
Kingdom had an annual income of £800,000,000 and a per capita 
income of £30 per annum, British India with a total income of 
£300,000,00(1 had a per capita income of £2. Mayo himself made 

« 

^ Ib 1871, Nazi Shahbudin (Qq. 1846-8 efc. seq.); ia 1872, Da Costa, N. Furdimjee 
and HutfcoB spoke against the measure. 0 , 

- Juogislatwe Coumil Proceedings^ 27 March 1871, p, 406. 
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some calculotioiis of tlie incidence of taxation in the different 
countries and came io the conclusion tliat while British Indians 
paid only Is. lOd. per head per annum, ivussians paid 14s\ 2d., 
Spaniards 18.5*. 5d., Auslrians 196*. 7d., and Italians 175. It must 
be noted that he excluded land revenue and opiiini excise because 
the one was regarded as rent due to the Government as the chief 
proprietor of land, and ihe other was shifted on to the foreigner. 
From a total revenue of about ^50 ,000 ,000 he took only 
Illri million as taxatioii and the population having been esti- 
mated at 1^50 millions, he came to tlie conclusion that the burden 
of taxation in India came to only l5, lOd. per head. As Massey 
pointed out in 1868, it w^as only a 'war of words’ to say that 
land revenue was rent. But, even if land revenue had been taken 
into account, the per capita burden of taxation would liave come 
to only 45. 8d., which was lower (ban tlie tax burden in most 
civilized countries at the time. 

Mayo, however, agi'eed that taxation must not be too heavy, 
because the rulers were appointed by a sovereign who ruled in a 
distant land, and a ‘ heavy responsibility devolved upon those 
rulers to exercise more circumspection than those who derive their 
powers from popular representation He added : ' The people of 
this coimiry never had the power of self-taxation and I am not 
at all clear that if they had, they would have made a proper use of 
it. But for good administration in India vast funds must be 
provided, great expenditure must be incurred, and government 
must be carried on with much strength and some splendour.’^ 

‘ We have secured the imperial revenue from the main elements 
of uncertainty and if w^e follow the dictates of prudence, I am 
sanguine enough to believe that ^lat normal increase of resources, 
which the grownng prosperity of the country must yield may be 
made and can be made to suffice for future imperial wants.’ He 
expected there Avould soon be not only a balance betw^een income 
and expenditure but a small surplus; for ' sm'plus means sunshine, 
certainty, reduction of burdens and extension of improvement 
works. Deficit means clouds, uncertainty, hesitation, increase of 
taxation and the stoppage of much good and useful work. Be it 
large or be it small, these evils must always to a greater or less 
extent occur.’ In regard to public criticism of the budget, he 
said : ' Criticize severely every pai*t of the expenditure; discuss it, 
offer opinions about it; do not advocate petty parings and savings 
in small details, but devote your criticisms to general expenditure 
and to the large establishments, for there it is that safety is to 
be found.’ 

Mayo fully realized the value of th^ work he had done. Con- 
cluding Ms speech in the Council, he said : , 

When all these# mis-statements and this abuse and odium are 
forgotten; when all the malice and uneharitableness that has been 

^ LegisUiim Conmil Proceedings (1871), p. 436, 
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expressed towards men who have been honestly doing their duty 
has passed into oblivion, the future historian of India will be forced 
to record that, in eighteen short months, the finances of a mighty 
empire wore rescued from a state of chronic deficit and eertaiii 
danger. That in six months, not witJiout great sacrifices and much 
risk, equilibrium beiw'aen revenue and expenditure was obtained; 
that in the following year substantial surplus \vas shown in the im- 
perial accounts. That all this was effected not b;\ swelling the burdens 
of the masses; not by cheese-paring and cutting down the pay and 
ailo’wances of the humbler servants of Government, not by wild and 
temporary reductions which so impair efSciency that they ultimately 
lead to greatly increased expenditure, but bi increasing for one year 
the burden of taxation four-fifths of which fell only on the 'well-to-do 
part of the population and from which the very poor escaped. ... Be 
must also record that this end \ras also attained by a calm and 
critical search into our expenditure and by great recliudioii of outlay; 
and that future security was gained by associating with ourselves 
in financial responsibility a large amount of local authority and local 
interest. ... He will have to record that during this year those 
great "^vorks of irrigation and preparations for the commencement of 
a new system of railways have been pushed vigorously on, and that 
in many ways, . . . our military strength has been materially increased. 
New and improved arms for the arinj have been provided; large and 
costly defences have been added to our principal harbour and in many 
other w^ays our defensive strength and that of our military marine 
have been increased. No other story than this can be told except 
at the expense of truth; and be it now or hereafter, wiierever it is 
really known and impartially discussed, I am certain we shall receive 
that full meed of public approval which is the highest reward of 
public service.^ 

These words turned out to be the swan-song of that illustrious 
career. Mayo soon met his dealh in the Andamans under tragic 
circumstances. During the short period of three years he achieved 
more than most Vicei'oys did in five years. He w^as one of the 
ablest pro-consuls that Britain sent to India; in some respects he 
was the greatest. 

§9. Improvement of the Finances 

That the words of Mayo, quoted above, were not vainglorious 
is clear from the official statistics of the time. Not only wms a 
stable financial equilibrium achieved after many years of disloc'a- 
tion, but the finances of India were placed on a firm and secure 
footing for the first time after the ^ays of Lord William Bentinck. 
In the 16 years from 1853-4 to 1868-9, there had been deficits in 
ail except two (1862-3 and 1865-6). For the three years, 1866-7 
to 1868-9, the, accumulated deficit came to J6*2 millions. But in 
1869, the tide turned; and for four consecutive years (1869-70 to 


* Legishthe Council Proceedings (1871), pp."* 443-4, 
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1872-3) there was an annual surplus which amounted to a total of 
i;6 millions, made up as follows : 


Year 

Eevenue 

Expenditure 

Surplus 


£ 

£ 

£ 

1869-70 

50,901,081 

50,782,452 , 

118,629 

1870-1 

51,413,686 

49,930,695 

1,482,991 

1871-2 

50,109,093 

46,984,915 

3,124,178 

1872-3 

50,220,360 

48,456,482 

1,763,878 

Toial ... 

... 

... 

6,489,676 


This result was clue as much to retrenchment as to the proper 
husbanding of revenue. The total expenditure stood at 5^52 mil- 
lions in 1868-9, but was pushed down to ^646*9 millions by 1871-2. 
The reduction of expenditure is noteworthy in two items, defence 
and ordinary public works. Under defence the average of 1867-8 
to 18G9-7Cf was £T6*2 millions, but by 1872-3 it w^as brought down 
to ^£15-6 millions. The expenditure on public works (ordinary) 
which stood at ^6*6 millions in 1868-9 was reduced to £3*8 millions 
in 1870-1. 

An important reason for the financial improvement was the 
increase of the opium revenue which for four years largely exceed- 
ed the estimates. The Chinese demand for Indian opium was well 
sustained, but the estimates were* framed on cautious lines. The 
income-tax revenue also helped in a time of stringency, but after 
the work was done, it went on diminishing, owing chiefly to the 
raising of the taxable minimum.^ 

On an examination of the budgets of twelve years, 1861 to 
1872, Sir Kichard Temple arrived at the tentative conclusion that 
a series of six years constituted a cycle in Indian finance and that 
the Government’s income and ordinary expenditure would balance 
during such a series of years. In the period 1860-6, three years 
ended in deficit and three years in surplus; similarly also in the 
period 1866-72. But subsequent experience did not quite confirm 
such a periodicity. 

Besides meeting the ordmar 3 r expenditure of the state, a large 
number of public works were carried out during the period, and 
for this purpose a new system of borrowing was initiated. Prom 
1869-70 to 1872-3, £13*9 millions was raised for capital works. At 
the same time, in order to ‘reduce the burden of oMinary public 
debt, a timely schenfe of conversion was put through. While he 


^ Tiaa-ncial Siaiemeat, 1878-4, 
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was away on leave in England (1868), Temple had consulted 
Gladstone in regard to the management of public debt and 
especially conversion operations.^ The public debt^ of India then 
paid an interest of 5 per cent. In 1870, the Finance Depart- 
ment sprang a surprise on the money market by the Gazette 
announcement that stockholders of certain loans would have their 
principal repaid unless they accepted a lower rate of interest. It 
was a 'psychological moment’ for carrying out such an operation, 
because the budget position was strong, thanks to the income-tax, 
the cash balances in the treasuries had been increasing to com- 
fortably high figures, and the political circumstances both of India 
and of Europe were favourable. The fundholders were therefore 
virtually forced to accept 4 per cent. Within five years, about ±'20 
million out of the national debt was thus converted, “ and the 
operation was a great success. It made the Government un- 
popular for the time, but eventually it greatly strengtliened their 
financial position. 

Thanks to the improvement in the Government’s financial 
position, the price of Government securities went up. The 4 per 
cent, stock (the 'rupee debt’) which previously stood at 91, rose 
to 105 in 3873. During the same period, sterling securities also 
rose from 92 to 106, The cash balances in the treasuries^ increased 
from ±10 millions in 1869 to about ±22 millions in 1872. This 
prosperity was, however, short-lived, owing to a succession of 
famines after 1873. 

§10. Success of Decentralization 

The principal objects of the f decentralization measure of 1870 
were : (1) relief to the central finances, (2) economy, (3) greater 
harmony between the central Government and the provinces, and 
(4) association of the people’s representatives in the financial 
administration of the country. Mayo hoped that the new measure 
would ' afford opportunities for the development of self-government, 
for developing municipal institutions and for the association of 
natives and Europeans 1o a greater extent than heretofore in the 
adiliinistration of affairs The Financial Statement of 1871 made 
pointed reference to the hope of the Government that the new 
measure * will give the local Governments an additional interest in 
the study and enforcement of economy in expenditure; will afford 
them a just inducement to supplement their local receipts from 
time to time by methods either most acceptable to the people or 
least fraught with popular objection; will cause a more com- 
plete understanding betw-een the executive authorities and the 

m ^ ^ 

^ Temple^ The Story of My Life^ vol, I, p. 201. * He [GrladstoDe] was so good 
as to find time to explain to me the system of managirfg the national debt, espe*- 
cially the manner of effecting conversions for the rednetion of interest, as I con- 
templated making some attempts of this kind on my retnrr to India/ 

® Temple, Men mid Bve^its of My Time, pp. 363-4, 
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tax-paying classes respecting tbe development of fiscal resources; 
will teach the people to take a practical share in provincial 
finance and lead them up gradually towards a degree of local 
belf-government ’ . 

Of the fom* objects above mentioned the first three were more 
or less fulfilled before long. The improvement in ilie central 
(lovernment’b fiiiduces has just been dealt with. As was repeat- 
edly admitted by Temple and Strachey, that improvement would 
liot have been possible had it not been for the transfer of the 
expanding departments from central to provincial management. 
A great economy resulted from decentralization. The tendency to 
growth of expenditure in the transferred heads was cheeked, 
except in education and medical aid. From 1863 to I8683 the 
expenditiu’e under the transferred heads rose from £6,112,000 to 
£6,080,000. Mayo brought it down to £5,197,000 and in 1875-6 
it stood at £5,305,000. 

That the relations between the central Government and the 
provinces became more and more harmonious is evident from all 
indications. Early in 1873 a circular was addressed to the provin- 
cial Governments inquiring about the results of decentralization 
and the replies were ‘ unanimously and strongly ’ in favour of the 
system, gir George Campbell had been previously doubtful about 
the results of decentralization, but after working the new system 
as Governor of Bengal, he became an ardent advocate. In 1872, 
he wrote that ‘ there had been an enormous reduction in sums 
allowed for civil public works and a very large reduction in the 
assignments for police h Yel the previous scale of efficiency in 
regard to public works had been maintained. In another letter, 
he made an acmte analysis of all the transferred departments, and 
showed how economy had been effected all round. In the depart- 
ment of jails, many new buildings had been constructed, and much 
outlay had been incurred; yet the jail expenditure that year (1872) 
was below the budget estimate of the year immediately preceding 
decentralization. In tlie public works department, ‘ economj^ had 
been practised so successfully as to lead to large savings h He 
then pmeeeded to deal wuth tlie general results achieved. ‘There 
has been very miicli less friction in the admin istration of the pro- 
vincial Governments than before, tlie local Goveiaiment has had 
very mudi less occasion to trouble the supreme Government with 
long references and reports, while the supreme Government has 
been much less often put to the pain of having to negative measures 
wise and desirable in themselves merely on the ground of expense. 
The bands of the local Government have been much strengthened.’ 
He fully believed that ‘ the localization of responsibility and power 
has been and will be productive of mucli economy and efficiency’. 
Sir William Muir, Lieut. -Governor of the North’*-Western Pro- 
vinces, also struck the same note of satisfaction in his dispatch. 
‘ It has given the local Governments % he wrote, * a direct and vivid 
interest to combine economy and efficiency.’ 
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Even Madras, which originally had a grievance against the new 
system, subsequently changed its mind about its value. In 1872, 
that Government wrote to Calcutta to the effect that the system 
had been working * very satisfactorily ‘ The system has already 
enabled the local Government to make provision for much-needed 
wwks, to an extent which under the previous system would have 
been impossible. The rule under which the unexpended balances 
do not lapse at the end of the year is most valuable/^ Again, 
in 1873, the Madras Government wrote, commending the system 
as ‘ promoting harmony, economy and efficiency of administration h 
It still grumbled about the inequality of the grants and remarked 
that they bore no relation to the area or population of each province 
or to the contribution made by each to the imperial revenue.^ 

As for the fourth object, namely, association of the people’s 
representatives in the work of administration — which is decentral- 
ization in the real sense — it remained only a pious wish for a long 
time, except in the municipal sphere. After 1880, the administra- 
tion of local funds came more and more under popular control, 
but in the provincial sphere it was long before any real decentral- 
ization took place. A beginning was made iu 1892, but no 
substantial step was taken till 1920. 


^ Telegram, 21 March 1872. 


' Lettei. 9 January 1873. 
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GROWTH OP LOCAL FINANCE, 186(V73 

§1. Origin of Municipal and Local Funds 

Local finance has a much longer history than provincial; long 
before provincial finances were separated from the central fisc, 
local funds were distinctly marked off. In fact, local finance, in 
some form, always existed in the country, and the Act of 1833 
which unified the finances of the thi’ee presidencies did not touch 
those local funds. The presidency cities continued to have the 
privileges enjoyed under royal charter, and they never felt the 
force of centralization which pressed on the provincial Govern- 
ments, Of course, they had only very limited financial activities, 
but those were largely controlled by themselves. 

The subject of local finance is too large to be treated in detail 
in a work of this kind. However, an outline of the development 
will be giv^n in order to enable the reader to view Indian finance 
as a whole at different periods. Provision for local taxation 
already existed, but it was not much utilized before 1860. How- 
ever, in the presidency towns of Calcutta, Madras and Bombay, 
corporate life of the English type grew from early days. The 
Corporation of Madras was founded by Elihu Yale in 1687;^ it 
consisted of a Mayor, aldermen and bm’gesses, and had authority 
to levy taxes for improving the ^conservancy of the city.^ In 
J726, mayors’ courts were established by royal charter in the 
three presidency towms. They were invested with taxing powers 
by the Regulating Act of 1773, and these powers were latei* ampli- 
fied by various statutes. By an Act of 1856, a body corporate 
was established for these three towns, each composed of three 
salaried municipal commissioners. They were also given powers 
of collecting taxes and executing works of conservancy. 

Early attempts were made to create municipal life in other 
towns also. An Act of 1842 authorized * the inhabitants of any 
place of public resort ... to make better provision for purposes 
connected with public health and convenience’, but this was in- 
effective and was superseded by Act XXVI of J850, which 
authorized the establishment of municipal committees charged 
with making, repamng, cleaning, lighting or watching roads, 
drains or tanks and the prevention of Buisances. It was a per- 
missive Act and was mada use of only in the Ilorth-Western 

• 

^ Elihu Yale was Governor of Madras (1687-92) and was later the founder of 
the Yale University. * 

^ Mrs Penny, BMory of Fort George (1900), p. 110, 
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ProTiiices and Bombay. Under this Act, octroi duties soon became 
common in northern India. The Chowkidari Act of 1856 author- 
ized the District Magistrate to nominate a panchayat with power 
to raise taxes and spend the proceeds on the police and on the 
sanitation and lighting of the towns. This iVct was taken advan- 
tage of chiefly in Bengal and in the North-Western Provinces. 

The Income-Tax Act of 1860 contained a provision for the 
utilization of a fourth of the revenue from incomes above Rs. 500 
for reproductive public works. Wilson’s original proposal was to 
utilize that amount for ' local purposes ’ , and in this connexion 
he cited the example of the property tax levied by the states in 
the U,S.x4, But at the instance of Sir Barnes Peacock, the words 
* reproductive public works ’ were substituted. However, this part 
of the tax-proceeds was credited to a separate account, and was 
to be appropriated to the different provincial Governments of India, 
to be applied under their direction for the construction of roads, 
canals or other reproductive public works which had been duly 
sanctioned.^ The basis of appropriation was the actual revenue 
accruing from each province or administration. It was understood 
that the municipalities would be consulted on the works to be 
executed from this fuiid.^ 

In spite of such endeavoiu’s, several towns in India became dens 
of dirt and disease, and corporate life was slo'w to develop. Laing 
was a great believer in local self-government, and although his 
ambitious schemes for increasing the financial powers of the pro- 
vincial Governments failed, his attempts at enlarging municipal 
action were rather successful. ‘It is of the first importance/ he 
said, ‘ to break through the habit of keeping everything in depen- 
dence upon Calcutta, and to teach people not to look to the 
Government for things wdiieh they can do far better themselves.’*'^ 
In 1861 some roads w^ere marked off as local (district) roads, and 
were thenceforth to be maintained from local funds. This led to 
the District Road Cess Act of 1866 (Madras) and similar x\ets 
in other provinces. Trevelyan also gave great attention to the 
subject. In his Financial Statement or 1864-5, he said : 

It is impossible that all tlie wants of this great continent, 
according to the continually rising standard of the public require- 
ments, can be provided for out of the imperial revenue. Local agency 
and local resources, which are as multifarious as they are inexhaustible 
must be increasingly drawn upon; and the imperial expenditure must 
be gradually confined to such objects as are of common interest to 
the whole of India. ... It Is time that the people of this country 
should cease to be helplessly dependent upon the Government, and 
should learn, by the example and aid of their English fellow-subjects, 
to raise and'' spend their own money in maintaining the roads, 

m 

^ S. 198. ® Niyogi, The Indian Inemia-fait, pp. 81-S, 

® PinMfial Statement, 1882-8, 
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improving the sanitary slate of the towns, assisting education, and 
promoting every other siibjeel of local interest.^ 

In 1863, provincial Governments were directed to draw up 
their own annual Local Fund estimates on the lines of the budget 
estimate of the Government of India. The object of this was not 
to interfere with the freedom of local Governments, but to obtain 
periodically accurate information about the progress of such funds. 
Various minor heads of revenue v ere also transferred by the 
Government of India to the local funds of the provinces, namely, 
tolls on the Niiddea river and Calcutta canals, tolls collected on 
ferries on imperial roads, receipts from travellers’ bungalows, and 
jalkar or revenue derived fiom the fisheries in Bengal. In Madras 
revenue from fisheries (excluding pearl and ehank fisheries) and 
10 per cent, of the proceeds from the sale of escheated lands were 
transferred to local funds. ^ 

The sources of municipal levenue varied from province to 
province. In the North-Western Provinces and in the Punjab, the 
favourite mode was an octroi or town duty, formerly levied by 
the Government but now' by tlie municipality. The town 
duties which early in the century hampered trade had been 
abolished between 1833 and 1840; the new^ municipal town duties 
soon becan'^e numerous and burdensome. In oilier parts of the 
country, municipal receipts came chiefly from educational and 
charitable endowunents, tolls on roads, ferries and canals, canton- 
ment and bazaar funds, port funds, and proceeds of houses and 
lands transferred to municipal bodies. In rural areas, however, 
the progress of such corporate enterprise and taxation was slow. 
The village community had still certain common funds, but in 
most parts of the country, there were no panchayats to administer 
them. 


§2. The Resolution of 1864 

The disclosures made by the Sanitary Commishion in 1863, 
about the appalling state of Indian towns, served as a great incen- 
tive to the increase of municipal activity in India. In tfie 
following year, the Government published a very important resolu- 
tion on the subject. ‘The people of this country’, so runs the 
Pesoliition, ‘ are perfectly capable of administering their own local 
affairs. The municipal feeling is deeply rooted in them. . . , 
Holding the position we do in India, every view of duty and 
policy should induce us to leave as much as possible of the biisiiiess 
of the country to be done by the people, by means of funds raised 
by themselves, and to confine ourselves to* doing those things which 
must be done by the GoveimrUent, and to influencing %nd directing 
in a general way all ^he movements of the social machine.'^ The 

^ Financial Statement, 7 April 1864, p. 148, ® ibid, 

® (razette of India E^traordimryit 14 September 1864. 
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new policy was thus immediately meant to relieve the treasury, 
but it had also other general purposes in view. 

At the same time provision was also made for the supply of 
funds for inonicipal expenditure. Tn view of the abolition of 
income-tax, it was proposed to transfer to local funds a portion 
of the charge which was at that time included iu the imperial 
budget, chiefly under municipal police. Already the Government of 
Bengal had authorized the municipal towns to levy a general rate 
upon the annual value of houses, not exceeding 7} per cent., 
chiefly for the purpose of maintaining the local police; and in the 
presidency towns of Calcutta, Madras and Bombay, a portion of 
the cost of the police force had been thrown upon local resources. 
It was decided that in future, the cost of the municipal police 
ought invariably to be the first charge on municipal funds. The 
mode of levying taxes w^as left to be decided by the municipal 
authorities, but the examples mentioned were : a rate uiaon the 
annual value of houses, buildings and lands; a licence-tax on trades 
and professions; and a tax on carriages and horses. Town duties 
were also suggested for some parts of the country, but the duties 
just then levied in northern India affected too many articles; 
in a district in Oudh as many as 197 articles were subject to 
town duties. The Kesolution recommended that the duty should 
be confined to a few articles of local consumption such as ghee, 
fiiwood, fruits, vegetables, fowls, eggs and animals for slaughter.^ 

Soon after this, Municipal Acts were passed in Bombay, 
Madras and Bengal, and municipal committees were set up in a 
good number of places. Municipal taxation also increased all over 
India. The Corporation of Calcutta raised a successful loan in 
1866. In the Punjab, the NoCoh-Western Provinces, the Central 
Provinces and British Burma, nearly all towns had been organized 
into municipalities and were charged wifch the expenditure for the 
police and essential works of conservancy and general improvement.^ 

§3. Progress of Local Finance OS65-7S) 

. Prom the first, the Government were nervous about directly 
raising local taxation. It was feared that fresh taxes would create 
discontent. That was why from 1863 the Government encouraged 
the appointment of local committees for the raising and admini- 
stration of local funds. The support of these committees was 
regarded as most valuable in making local taxation popular. Mayo 
gave a great deal of attention to tlie work of these committees, and 
when someone reminded him that some of them never met, he 
replied : ‘ I would rather appoint a committee that never met than 
have no committee at all. What We want is to recognize the 
principle that we wish to associate with ourselves, wherever it is 

^ Finance Department Besoktion, 31 August 1864, 

* Trevelyan’s Budget Statement, 1865-6, 
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possible, the natives of this country for this excellent object.’^ 
Mayo also made provision for granting loans to municipalities for 
purposes of local improvement. He agreed that local taxation might 
be iin|X)pu]ar at first; but, when it was known ‘ that the whole of 
these new imposts are to be spent on objects which will contribute 
to the health, wealth and comfort of the people, they will gradually 
discover that the new money they pay is spent for their special 
benefit'. ‘I cannot but think’, lie added, ‘that when a man 
sees that the road is brought to his door; that his family are 
protected from those outbursts of fever and other diseases which 
are unfortunately so prevalent; that wdien he sees the school child 
growing into an educated man, he will begin to think how and 
for what these levies are made and will understand the reason 
why.’^ 

Till 1870, the chief motive for raising local taxation and for 
setting up local committees was the relief to the imperial treasury, 
whicli had been hard pressed by provincial fTovernments for funds 
to be spent for local needs; and the funds raised by local taxation 
were administered directly by the Government in most parts of the 
country. Even where local committees were in existence, their 
financial powers wei-e very limited. Mayo enunciated a new policy 
in his resolijtion of 1870. He wanted to provide ‘ opportunities for 
the development of self-government, for strengthening municipal 
institutions, and for the association of natives and Europeans to 
a greater extent than hitherto in the administration of affairs’. 
It was found difficult to carry out this object in the provincial 
sphere, but greater success was attained in the local. Erom 1860, 
considerable progress was made in local self-government. Local 
rates and cesses increased, and in some provinces a portion of 
the revenues raised was entrusted to the management of com- 
mittees. Municipalities also increased in number and usefulness. 
But the progress made varied from province to province. In pro- 
vinces like Bombay the committees made great advance in 
resources and efficiency; but in most other provinces local finance 
continued to be managed by officials. As a resolution of 1881 
puts it : ‘ The inequality [betw^een provinces] sometimes produces 
a sense of injustice, the objects are often those, the advantage or 
local obligation of which the people are least able to understand/'^ 
In some provinces matters such as primary education and minor 
public works were under local management while in others they 
were left to the control of provincial Governments. Even more 
glaring was the fact that while heavy contributions were levied on 
municipalities for police, they had no share in police administration. 

The fact is that no one was quite cleaa' about the charges that 
should legitimately be laid on, local resources. On th^ strength of 

•• 

^ Legislatwe Council Proceedings (1871), p. 294. 

» ibia., p. 519 . ^ 

* Eesolutioa, SO September 1881, No. 3358 Parliameatary Paper C. 98 of 1888. 
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some tradition handed down from Mogul times, it was for long 
customary to levy cesses for the maintenance of the police. Even 
in 1852, accojxling to Campbell, manj towns in India paid their 
watchmen from the proceeds of a house-tax which varied from 
2 annas to Es. 2 monthly on the better sort of houses and shops/ 
The incoiigTuity of this arrangement wuis soon discovered in 
Madras. In the course of the discussion on the Madras Local 
Boards Bill, Sir Alexander x\rbuthnot, then Member of the Exe- 
cutive Council, said : ‘ The protection of life and property is one 
of the first objects for wdiich Government exists, and although I 
am aware that a different practice obtains in England and in some 
other countries, I cannot but think that to defray a considerable 
portion of the ordinary cost of police out of local funds is w^rong 
in principle, illogical and indefensible.’^ Thus the Local Boards 
Act of 1871 did not contain provision for municipal expenditure on 
police. But seven years later, a charge was again made on town 
funds for police, for another short spell. Similarly, various other 
services, not definitely local, were met from local funds. The 
extent of this may be realized from the fact that in the Madras 
Presidency, local revenue was used for the training of teachers and 
medical practitioners, for the maintenance of dispensaries, and even 
for the construction of ciitcherries (court-houses) in cei;tain parts. ^ 
This was partly the reason why local self-government did not 
become popular for a long time in India. 

After 1870 local self-government developed in the different 
provinces under separate Acts. It wall be useful at this stage to 
give a brief account of local finance in the different provinces in 
about 1870. 


§4. Progress in the Provinces 

In Madras, there were 47 municipalities in 1873, and their 
income, drawm chiefly from taxes on buildings, tolls, etc., and 
amounting to .-£192,044, was spent on police, education, medical 
aid and sanitation. Steady progress was also made in rural taxa- 
tion for local purposes. Some of the local funds (e.g. village 
service fund) are of great antiquity. Modern local finance dates 
from the establishment of the District Eoad Fund in 1854, first 
in South Arcot and subsequently in other districts. In the same 
year, the rent of ferries and other minor local receipts, formerly 
credited to general revenue, were transferred to the local fund and 
the first Local Fund Keport was issued in 1855-6. The income 
amounted to £10,000. In 1871, local boards were constituted in 
each of the 36 local fund circles into which the presidency was 
divided, and they were empowered to raise (1) a rate on the rent 
value of laffd, assessed at 1 anna m the rupee; (2) a house-tax 

^ G. Campbell, Modern India and its Gomrnment (1B52), pp. 4004. 

® Madras Legislatim Council Proceedings, 1870. ^ 

® M. Venkatarangaiya, Beginnings of Local Taxation, pp. 6848, 
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varying from Es, 5 to As. 4; and (3) tolls on animals and vehicles. 
In 187] , the income of these local boards amounted to £'501 ,469. 
There were besides several separate local funds in existence, and 
as it may be of some interest, they arc dealt witli in an appendix. 

In Bombay, there were 213 district municipalities in 1873 with 
a total income of £535,544. Their cliief source of income was 
octroi duties, supplemented by a house-rate, a wheel tax, li<iiior 
licences, town duties, inarket duties, ^vater rate, tobacco dutj and 
licence, Juilakore cess, police rate, lighting ]*ate fees, fines, penal- 
ties, and miscellaneous i-eceipts. The Bombay Miuiidpality was 
very active during the period, liaving spent £4,000,000 on works of 
improvement (including water supply) and conservancy. Eiiral 
bodies did not progress so rapidly, and their total I’eveniie was only 
£'242,720 in 1871-2, and was drawm from a cess on land revenue 
levied since 1863. Fisheries all over the presidency paid a third 
of their produce, and this came to £4,178 in 187J-2. A tax on 
non-agricultiirai classes was levied in J871, but wnis soon abandoned. 
Other funds w^ere : ierry fund, pound fund, staying bungalow fund, 
toll fund, esplanade fee fund, post fund, school fee fund, cotton 
improvement fund and hill station fund. Their total income was 
£200,000 in 1871-2. 

In the £'entral Provinces, there w^ere 56 municipalities in 1873 
with a total income of £68,172, raised from octroi duties and a 
house-rate. Rural funds also existed, and were raised by cesses 
on land. They were : a road fund, a village chowkidari fund, 
a school fund, a district dak (post) fund, and patwari fund. 
Their total income came to £40,000. There were also taxes on 
houses, octroi and the pandhari tax on trades and professions^ 
amounting to £27,000. ^ 

In Bengal, there were 135 municipalities in 1873, with a total 
revenue of about £434,000 (including Calcutta), drawn from town 
funds, bazaar funds, cantoiiinent funds and chowkidari (or police) 
funds. Octroi was not levied in Bengal. Corporate life in rural 
areas advanced very slowly. A road fund, and a zamindari dak 
(post) cess had long been in existence, but the rates w^ere kwv and 
collections meagre. Tolls wwe also levied on roads, ferries, canals 
and livers. One great difficulty in raising local funds w^as the im- 
munity from additional taxation that the zamindars claimed under 
the Permanent Settlement. They raised a loud protest when, in 
1870, proposals were made foi* levying local rates for roads and 
education. The matter was fully discussed by the Select Committee 
on East India Finance (1870-3)." The Secretary of State sanction- 
ed the cess for roads, and the District Road Cess Act of 1871 was 
the 3*esiilt. Thus, for the first time, a rate was levied on perma- 
nently settled estates. It w^s limited to a half-aima per rupee of 
annual value. For administering these funds, district committees 
were constituted with non-official majorities. In 18704, the total 
income of the locdl funds came to £153,000, 
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Ib the North -Wentem Provinces and Oiidli, municipal institu- 
tions made great advances under the Acts of 18r50 and 1856. There 
were a hundred municipalities in 1873, with a total income o£ 
Ti334,187. Octroi termed the main souiee of their income, and 
it was collected from cotton piece-goods, foodstuffs, other mer- 
chandise and cattle, at rates not exceeding Be. 1-8 per cent, ad 
vuloreiih Local funds existed from early days for maintaining 
roads, schools and the district post. The village police were 
originally remunerated by grants of rent-free land, but before 1870 
a commutation into money took place, and this necessitated further 
taxation. A cess of 7f per cent, on land revenue and a house- 
tax wei'e levied in addition to the old rate of 2| per cent, for roads, 
posts and schools. In some districts, a further rate w’-as levied for 
the payment of patwaris (village accountants), as the traditional 
patwari fund had been found inadequate. The total income of the 
local funds came to 1-560,000 in 1870-1. 

In the Punjab, town committees existed from 1849, but they 
obtained statutory sanction only in 1867. In 1873, there were 128 
municipalities in the Punjab, and their total income was £175,030. 
Cesses had been raised for roads, schools and post, and the total 
rata was 2J per cent, of the land revenue. The first general rate 
was levied in 1871, and the assessment was 3 per c§nt. of the 
annual value or 6 per cent, of the land revenue. The district 
committees which administered these funds were mostly composed 
of nominated members. 

The state of local taxation in 1871 may be seen from the 
following table : 


Province 

• 

Population 

(millions) 

Local 

Tavaiio}i (i‘) 

Bengal (excluding Calcutta) 

... 60 

'260,000 

N.-W. Provinces and Oudh 

... 30 

530,000 

Madras 

... 30 

470,000 

Bombay 

... 13 

360,000 

Central Provinces . . . 

... 9 

160,000 
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FINANCES AND PUBLIC WOEKS UNDEE 
EECUEBING FAMINE 

§1. Famine Relief 

AftFiB 1860 the of famine and distrebs became a great burden 
on the public purse. The famine of Agra and the Punjab in 1861 
involved a cost of Ks. 27 lakhs, of wlucli Es. 9 lakhs was sub- 
scril>Gd by the public. The Orissa and Bengal famine of 1866 was 
al hrst neglected, but latci* relief operations on a lavish scale were 
carried oid at a cost of Es. 95 lakhs, of which a part was wasted, 
and incliuling the loss of revenue, it cost the stale about Rs. 1| 
cvoies. Dining the vesteni India iamine of 1868-9, the Govern- 
iueni of the North-Western Provinces declared that ‘ every district 
officer would be held personally responsible that no deaths occurred 
from starvation, which could have been avoided by any exertion or 
arrangement on his part or that of his subordinates ’ , and thus 
the Goveiliment took upon themselves a large responsibility. That 
famine entailed a cost of Es. 72 lakhs. The Bihar famine of 
1878-4 turned out to be one of ‘ unusual brevity and of no excep- 
tional severity ’ , but owing to the lack of accurate information 
about the numbers affected, ‘an immense organization’ was set 
on foot at a cost of Es. 6| crores. It was the experience of this 
famine that goaded the Government to organize a system of agri- 
cultural statistics. During the %reat famine of 1876-8, which 
ravaged Madras and Bombay, the Government were much more 
cautious, and the administration of relief was very strict. Yet it 
involved a cost of Es. 8J crores, of which Es, 84 lakhs came from 
Great Britain and the colonies. Thus, while during the ten years, 
1860-70, ilie cost of famine relief came to only Es, 2| crores, the 
expenditure during the five years, 1873-8, was Es. 16|- crores. 
The following table gives the details of the cost of famine relief 
during the period."^ 


Famine 

Area 

affected 

(acres) 

Population 

affected 

(millions) • 

Cost of 
relief 
works 

(lakhs) 

Gratui- 
tous relief 

(lakhs) 

Loss of 
land 
revenue 

(lakhs) 

Total 
cost to 
Govern- 
ment 
(lakhs) 

1860-1 

63,600 

20-0 

12-3 • 

13*8 

16*3 

1 

^ 49*6 

18654 

180,400 

47'6 

214 

23*4 

304 

153*6 

1868-9 

290,200 

4l*4 

354 

: 12*8 

• 64 

72*8 

1873-4 

64,200 

21-4 

202*2 

1 33*1 

24 

676*9 

1876-8 ...i 

267,300 

684 


! 

198*6 

1,119*4 


* Adapted from thoitable in the Meport of the Indtm Famine Commmmn (1880), 
toL I, p. 24. 
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^2. Atteinpls at imposing Local BesponsibiUty 

The Goveniment were alarmed at the growing burden of famine 
relief, at a time when expenditure in many other lines was also 
on the increase. The unsteady nature of the opium revenue and 
the decline of the customs receijits made the CTOvenimeiit anxious 
to lighten the burden on the central exchequer. With the success 
of the scheme of decentralization in 1870, it was thought that more 
responsibility should be imposed on provincial Governments and 
in the same year, a proposal was made for localizing the cost of 
famine relief. 

The Commissioners appointed to inquire into the Bengal and 
Orissa famine of 1866 made a recommendation that the burden of 
famine 3‘elief should ordinarily be hud on local resources. They 
said : 

On the whole, ... it appears to us that the time has come 
when to relieve, not ordinary poverty, but the wldo’ poverty of extra- 
ordinary occasions, it is necessary to institute some system of local 
taxation by which the richer persons of each neighbourhood, who are 
best able to test the reality of local distress, may be made to bear 
the burden of local and partial famine, so far as local means will 
suffice, before, as a last resource in graver cases, resori #is had to 
the general taxation and the general charity of the country. In the 
abstract it might be most fair that all should bear alike any visita- 
tions of Providence in any part of the Empire; but, on the other 
hand, there is all over the world so great a tendency to be over- 
charitable to our neighbours with other people’s money, that it seems 
to be absolutely necessary in some way to localize all taxation for 
the poor except in case of the most extreme calamity surpassing 
every local means. ^ * 

111 regard to the permanently settled provinces, the Commis- 
sioners recommended that ‘ the obligation which the zamindars 
accepted with the permanent settlement, but which they have now 
failed to fulfil, should be put into practical operation and that 
local taxation should take the shape of a charge on zamindari 
rights to be enforced by law h As in England on similar 
occasions, when the rate assessed exceeded a certain proportion of 
the rental, an assessment on the district should be made, and 
when the charge on the whole distiict exceeded the maximum, 
assistance should be given from the public exchequer. Thus, 
what the Commissioners recommended was, in elfecd, the adoption 
of the British system of poor relief. However, they also wanted 
the Government to provide that the zamindars should be entitled 
to recover the amounts spent from those who held land under 
them, and th{i»t money should be advanced to the zamindars, to be 
recovered as land revenue by instalments. 

^ SeUctiom from the Records of the Gopertmoni of Indh (Home Department). 
Na. XiXXXVni (1872), p. 4, 
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In the new system thus proposed, (1) ordinary poverty would 
be left to private charity; (2) extraoi'dinary poverty and want affect- 
ing considerable classes of the rural population who ordinarily 
supported themselves would be a charge on the land, enforced by 
law; and (t]) the most extreme famine affecting the majority of 
the people would be a charge on the general revenue and a subject 
of appeal to the charity of the people throughout the country.^ 
Thus whai the Commissioners suggested was a complete system 
of poor relief. 

In 1870 these recommendations were circulated by the 
Government of India among the provincial Governments.^ They 
brought forth a volley of adverse criticisiri. The Government of 
Bengal vigorously quesfioned the statement that ' the obligation of 
the zaminclars iiokii ng under the permanent settlement to support 
the poor of their estate has always been asserted by the ofSeers 
of Government The Bengal Board of Eevenue pointed out 
that if the arrangemeiit pioposed by the Commissioners were 
given effect to, Ihe ultimate burden would fall upon the lowest 
class of sub-tenanis, owing to the large increase of under-tenures 
reeogni^^ed by the Government. The objections urged were : 
(1) that the system would impose upon a single class a burden to 
which they were not alone liable; (2) that it would throw upon 
zamindars the obligation of supporting people with whom they 
had no business relations; and (3) that by localizing the contri- 
butions for relief and laying upon owners of land a special tax in 
a time of sore distress consequent on the failure of the crops, it 
would exact a duty which, from the veiy circumstances of the case, 
would be impracticable of fulfilment in a season of general 
calamity.*'^ 

The Government of Madras alSo disapproved of the proposal and 
characterized the levy as ii famine-tax and an ‘ inequitable impost h 
‘ It would be a iTuel law which would tax poor districts where 
scarcities ofien occur, such as Bellary and Ganjam, while it let 
rich districts, where famines never occur, such as Tanjore, go 
scot-free.'^ When a famine occurred all the agricultural classes 
were more or less in distress and ihe only people that profited were 
the grain merchants. On the other hand, the southern presidency 
saw full justification foi* the state providing relief. 

It must be borne in mind that a famine-stricken district has, 
piiina facie, special claims for state aid, on the probable ground of 
previous neglect in a greater or less degree, owing to which safeguards 
against famhie are there wanting^ which have elsewhere been provided 
in the form of irrigation works or a perfected system of communica- 
tion, by means of which supplies can be readily thrown into the 
market whenever the demand offers incfueement.^' 

• % 

* Op. cit., p. 5, • ® Circular letter dated 7 Joae 1870, 

® Detter from Bengal, 2 February 1871. 

^ Letter from Seq^etary to the Bfoard of Revenue, 8 February 1871. 

* Letter from Madras, IS March 1871, 
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With regard to the adoption of the English system of poor relief 
favoured by tlie Gonmiissionera, a Bonibay olficer remarked that it 
would be most unsiiited to the slate of society in India, that the 
existing system of private charity in the country was far more 
effectual than any poor law vhich could be trained, and that 
‘ it would be nothing short of a calamity were anything substituted 
for it which would lend, as a poor law infallibly would, to crush 
out village feeling 

This question formed also the subject of correspondence be- 
tween the riovernment of India and the Secretaiy of State. The 
latter in a dispatch of 1875 pointed out ‘ the great danger of 
tacitly accepting, if not the doctiine, at least the practice, of 
making the general revenues bear the whole buulen of meeting 
all local difficulties or ot relieving* all local distress, and of supply- 
ing* the needful funds by horiowing in a state tluit establishes a 
permanent chaige for all future lime,’ and urged u])on tlie Govern- 
ment the need lor imjiosing some foim of local obligation for 
famine relief.^ 

The Famine Commissioners of 1878-9, wdiile recognizing the 
* obvious advantages in so localizing the cost of relief as to bring 
home to its administrators a sense of personal responsibility for its 
amount and the burden it creates ’ saw ‘ insurmountable difficulties 
in the way of any but a very partial development of such a system 
at that time h 

They wrote : 

fn the first place, it involves the assumption that the various 
provinces are, on the whole, equally well qualified to bear the burden 
that would thus be imposed upon them. But this is far from being 
the ease; not only are some paris*of the country much more exposed 
to drought than olhers, bui from the natuie of the ease the riches! 
and most resourceful populations are llioso vhich are least exposed 
to this visitation; so ihai, supposing the cost of relief to be localized, 
the heaviest load would be imposed on those portions of the com- 
munity least able to hear it. There are some localities whose 
physical conditions preclude the possibililv of famine, and which, 
when famines devastate less fortunate districts^ reap direct advantage 
from the rise in prices. Moreover, the various provinces differ much 
in the benefits they severally have derived from the expenditure of 
the general revenues, some tracts having been secured and enriched by 
a large outlay of the public money, while for others little or nothing 
has been done; and if at the present time a strict system of localiza- 
tion were introduced it would have the result of still further enhancing 
these inequalities by freeing the more advanced and prosperous dis- 
tricts from a contribution which they could easily spare, and leaving 
the people of the localities least favoured by nature, and worst 
supplied with the means of* resistance to meet their trials, without 
that support vffiich they could fairly claim, and which their fellows 

IT 

^ Letter from the Collector of Batara enclosed in letter from the Beveniie Com- 
missioner, Southern Bmsion, 30 November 1870, • 

® Dispatch to India, 25 November 1875. 
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have received, from the resources of the Empire as a whole. On 
all these giomids, we are led to the conclusion that no system could 
be effectually and justly carried out which should impose on each 
province the duty of making good to the central Government the 
sums expended in excehS of the provincial revenues on the relief of 
its population in time of famine."* 

Tlie absurdity of localizing famine relief to such small local 
divisions as districts, taluks or municipalities soon became patent 
to the Government. The Famine Commissioners pointed out that 
to leave such small areas to look after their own famine relief would 
necessitate a ‘ law of settlement on the lines of the law in force 
ill England during the eighteenth century, and they regarded the 
consequences of such a law^ as highly undesirable. In their 
opinion there was no need for a system of general poor relief in 
India, and li would be ‘impolitic to introduce tlie idea that relief 
of the poor in ordinary times is a regular part of the duties of 
the state . . .or to depart from the broad principle that it is 
only ill exceptional seasons of difficulty that state relief should 
be given b However, although financial responsibility should not 
be localized, it was felt highly desirable to impose executive 
responsibility on municipal committees and local district organiza- 
tions, ami so to enlist their administrative aid in the actual 
management of relief under Government supervision.^ 


§3. Proposals for enlarging Provincial Responsibility 

The optimism of Mayo and Northbrook in regard to public 
works was not justified, as unexpected circumstances intervened. 
The depreciation of silver, the fall of the rupee exchange, the 
reeurrenee of devastating famines and the increased expenditure 
on w^ar frustrated the calculations of the Government. In the 
Financial Statement for 1876-7, Sir William Muir (Finance Mem- 
ber) explained the embarrassments created by currency and 
exchange troubles and the changes in the borrowung policy that 
they necessitated. * With a sudden loss in the year’s estimate of 
a million sterling, and with no assurance that the loss may not, for 
a time at least, assume still larger dimensions, the Government 
has felt tliai it is not now justified in adding* to our future obliga- 
tions by incurring any avoidable debt, even for the construction 
of wmrks admitted to be beneficial to the country and in them- 
selves remunerative.’*'^ But work was not to cease immediately; 
that would be w^asteful and Inexpedient. ‘ Material has been 
provided; and it would be a spendthrift policy leaving it unused, 
if not even leaving it to deteriorate. ’•Establishments have been 
entertained on a large scale* for the rapid completion? of the works; 

m 

* Report of the Indian Famine Oommimon (1880), voL iI, pp. 56-7, 

^ ibid., p. 69. m 

^ Fiaaneiai SI Mawb 1876, 
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and these eBtablisliDieniB eaniiQt now be thrown adrift, or even 
at once materially diminished, without, an expenditure in com- 
pensation that would sivallow up the saving. It is also of much 
importance at the earliest possible period to complete the projects 
which are in course of construction, in order that the capital 
already expended on them may speedily bring in a return of 
revenue/ 

But it was decided to curtail the sphere of operations. 

* So long as these present adverse prospects continue, this 
class of expenditure will be gradually diminished, so as, in 
the end, if need be, entirely to obviate borrowing for the 
purpose.' 

Then came the great famine of soiitlicrn India, which formed 
a test of the value of railways and irrigation works in the relief 
and prevention of famine, and brought conviction to the minds 
of the sceptical that such works must be carried out at any cost. 
Lord Lytton, the Viceroy, rose to a full sense of his responsibility 
in this matter. In 1877 Sir John Strachey (Finance Member) 
addressed himself to the task of reorganizing public works finance. 
He divided into three classes the works hitherto called ‘ extra- 
ordinary h First came works which were not expected to be 
directly remunerative, but necessary for imperial purposes; in 
future new works of this kind were to be treated as ' ordinary 
Extraordinary public works of a remunerative character came 
under two categories, one which was to be called ‘ imperial con- 
sisting of great trunk lines of railway and similar works required 
for the whole, or a large part, of the country, and the other to 
be called * provincial ' or ‘ local ' , comprising public works of 
special benefit to a province pr a district. A clear line of 
demarcation cannot be diwn between these two classes of works. 

* Imperial works confer great local benefits and woi’ks of local 
utility enrich the Empire; bui although the two classes of 
works thus run info one anotlieig the distinction is nevertheless 
a real one.' Strachey explained that it was impossible to meet 
from the imperial revenues the obligation of providing all the works 
of local improvement wdiieh India I’equires ; but the central (loverii- 
ment were still carrying on wwks of little imperial importance, and 
this caused considerable financial difficulties. All over India, there 
were large numbers of irrigation works which, although contribut- 
ing only a small direct return, resulted in large indirect benefits 
to the province or locality where they were situated. 

•• 

In a country like India, exposed not to the chance, but to the 
certainty, of periodical drought and famine, the construction of works 
of irrigation is often an absolute necessity: it is a necessity, whether 
the people in Ordinary seasons take the water or not, and whether 
the canals pay or not. Although the province Orissa is secured 
against famine, the (Orissa) canal gives no direct return on the great 
sum of money borrowed for its construction, and fioes not even pay 
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its working expenses; therefore the whole burden of the charge fails, 
not on the people really benefited, but on imperial revenues.^ 

The Soiie Canals in Bihar were also in the same position. 
Strachey forcibly asks : * Wliy are districts and towms to pay for 
their owm roads and schools and hospitals, for tlie paving and 
drainage of their streets, and their supply of drinking water; and 
why is it wrong that they should pay something for the irrigation 
works on which the actual existence of the people depends? ’ 
Indeed irrigation works were necessary for protection against 
famine, but they need not all be maintained at the expense of 
the Indian revenues. Accordingly it was decided to enforce pro- 
vincial responsibility for works of provincial utility. ‘ Our present 
plan is this/ said Btrachey, ‘ we desire to throw upon every 
province, so far as this is now practicable, the responsibility for 
meeting the costs of its owm requirements,’ Greal advantages 
ivere anticipated for this new policy. 

When local Governments find that this responsibility has been 
imposed upon them, and that the only means of obtaining, without 
fresh taxation, the works of improvement which they require, is the 
wise and economical management of the wwks themselves, and the 
development of the income which they yield, they, and their officers, 
will lake ail altogether different interest in these matters from' that 
wliicii Ihey feel now, when the only apparent practical result of 
careless financial administration is diminished profit to the distant 
treasury of the Empire. When new proposals to construct works 
of improvement with borrowed money are brought forward, the in- 
centives to economy and care on the part of the local Governments 
will be especially strong, and a powerful check will be placed on 
Gxlravagant projects and enthusiastic, estimates of profit. Under the 
present system, every province desires to get for its own useful works 
as large a share as possible of borrowed money, knowing that, whether 
the anticipations of future income prove to be accurate or not, there 
will be certain gain to the province and loss to Ihe imperial treasury 
alone.^ 

Accordingly, ari’angeinents w^ere made under which a guarantee 
might be given by each province for the interest on the capital 
expended on its railways and canals and in order to enable pro- 
vincial Governments to discharge such a responsibility, it was 
decided lo impose fresh taxation, at fii'st confined to certain 
provinces. They were (1) a modification of the Local Bates 
(North-Western Provinces) Act of 1871, a part of the proceeds 
being assigned for public works;* and (2) a light licence tax on 
trades and dealings in the North-Western Provinces. The Govern- 
ment of Bengal were also directed to levy isimilar taxation for meet- 
ing the new expenditure that was going to be thrown on them. 
No additional taxes v^ere imposed in Madras or Bombay as they 


^ Fiaaacial Statemeat for 1877-8, pp. 140-1. 


» Ibia,, p. 143, 
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were stricken by one of the most devastating' famines of modern 
times. 

Prom 1878 the term * extraordinary public works ’ was dropped 
and public works came to be classified as ‘ productive ’ and ‘ pro- 
tective ’ works, and this was explained in the financial stateirient 
for 1878-9. 

Lord Lytton gave full support to the proposals of Strachey 
and he ably defended them in his speech before the Legislative 
Council in 1877, while discussing the taxation proposals mentioned 
above. Eeferring to the beneficial effects of railways and irrigation 
works, he said : 

It is an unquestionable fact that the railways, and the railways 
alone, wei*e the salvation of tlie situation in North Bihar during the 
famine of 1874; and that they have again been the salvation of the 
situation in Madras during the present year. The sea, no doubt, 
would have thrown rice into the town of Madras, but, with the cattle 
dying of drought, it would have been impossible to move the grain 
up country; nor, if every possible mile of navigable canal had been 
completed throughout the Madras Presidency would it have greatly 
helped us to throw grain into those very districts where the famine 
has been at its worst; for tlie broken upland country of Beliary and 
Kurnool, and the Mysore plateau, are physically impracticable for 
big canals; and had there been no railway witliin reach of these 
districts, the people, where they have now died by hundreds, must 
have assuredly succumbed by thousands. ... We are systematizing 
a policy, the principles of which have been repeatedly approved and 
proclaimed by our predecessors. We are associating with it the 
interests, the powers and the duties of our local administrations. We 
are providing them with the means of permanently prosecuting and 
developing it . . . exempt fropa the distressing uncertainty which 
has been hitherto inseparable from the execution of this policy, in 
consequence of tlie obligation, which has till now rested upon the 
Government of India, with very limited funds at its disposal for 
the prosecution of public works, to choose, from year to year, between 
the conflicting claims upon its purse of the various and dissimilar 
localities of ibis spacious Empire.'* 

The provincial Governments also welcomed the scheme. The 
Governments of Bengal and the North-Western Provinces were 
prepared to undertake large railway and canal extensions ■with the 
resources already assigned to them. 

But the Secretary of State did not accept Lytton*s proposal, 
and although parts of the scheme were later put into effect, the 
main scheme fell through and the progress of public works had a 
set-back. Sir John Strachey wrote : 

A nobler, more Imimne, or wiser programme was never devised 
by any govei’nment for the benefit of. a country than that put forth 
by the Government of India in 1878 for the protection of India 
against this most terrible and ruinous and far*reaehing of all natural 

• 

^ tiegisUtwe Council ProceeMngSi 27 December 1877, 
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calamities; and until it is brought into far more complete operation, 
than has hitherto been permitted, the most urgent of the duties of 
the British rulers of India to the vast population they have under- 
taken to govern, will be left unfuldlled.^ 

However, the above proposals gave a fillip to provincial public 
works activity. Already, some of the provincial Governments had 
been vigorously pushing on local improvements. In 1875, the 
Government of the North-Western Provinces constructed a rail- 
way line of 30 miles from Muttra to Hathras on their own 
responsibility and with funds partly borrowed locally. On the 
capital so subscribed, a moderate guarantee of interest was given, 
to be met from provincial revenues. A committee of the Indian 
capitalists who subscribed to the funds was constituted for purposes 
of consultation. Other similar provincial enterprises were also set 
on foot in Bengal and elsewhere. 

The financial decentralization measure of 1877 greatly enlarged 
the powers of provincial Governments and the impulse thus given 
was kept up. In 1878, the Government of India addressed the 
Secretary of State on the desirability of delegating financial 
responsibility for certain railway lines to local Governments 
and soon that policy was adopted and rules were framed for 
the devolution of management and financial responsibility to 
the provinces. Under the general control of the Government of 
India, pmvincial Governments were to manage the construction 
and working of those railways. The provincial Governments could 
also raise loans in the name of the Secretary of State. On these 
terms, the Patna-Gaya line was handed over to the Bengal 
Government and the Cawnpore-Parukhabad line to the Govern- 
ment of the North-Western Provinces. By 1881, provincial 
Governments came to manage about 865 miles of state railways.^ 

§4. Famine Insurance Fund 

It was recognized at an early stage that even if provincial 
Governments did all they could for famine relief, the ultimate 
financial responsibility of the central Government would still 
remain; and ihe need was felt for creating resources whereby pro- 
vincial funds might be supplemented. By 1870 experience had 
convinced the Government that famine was no extraordinary 
occurrence in India, and that provision for famine relief must 
become a normal feature of the bii,dget. In 1874 Lord Northbrook 
wrote : * Whatever means we may take to obviate or mitigate them, 
it must, under present circumstances, be \ooked upon as inevitable 
that famines will from time to time occur. ... It is necessary, 
therefore, that besides a fair surplus of income over ordinary 

^ Stracliey, op. cit., p. 170. These words first appeared in the Budget State- 
BQent for 1880-1. • 

® Sao^al, op. cit,, p. 86. 
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expenditure, such a margin should be provided in addition, in 
ordinary limes, as shall constitute a reasonable provision for meet- 
ing occasional expenditure upon famines. Tf the surplus be 
employed in the reduction of debt, in the construction of repro- 
ductive public works or remain in the cash balance, the expense 
caused by future droughts may fairly be met by appropriations 
from cash balances, or by loan, to the full extent of the aceomu- 
iations of surplus.’^ The need for pushing on railway construction 
and irrigation works was also emphasized as a means of protection 
against famine. This proposal was accepted by the Secretary of 
State (Lord Salisbury), but no practical steps were taken until 
after the great famine of 1876-7. 

In 1877 Sir John Sfraeiiey made specific proposals for a 
famine insiiranee fund aiid jn'ovision for it was made in the budget 
for 1878-9. Taking as the basis the famine expenditure of the 
previous five year’s, 1878-R (whieli amounted to -616 J millions), it 
was calculated that the annual average cost of relieving famine 
was not likely to exceed ^IJ millions. The Famine Commission 
of 1878-9 made elaborate inquiries into this matter and came to 
nearly the same conclusion, their estimate coming to £1^ millions. 
Although the object of the fund was cleai*, the purposes on which 
it should be used were not defined at first. Indeed faiUiine relief 
must be the first charge on it, but it was not to be a fund specially 
allocated to meet the cost of famine relief. The Famine Com- 
mission recommended that ‘ so much of the £1| millions as 
remained after meeting charges for famine during the current year 
was to be applied to the discharge of debt or the prosecution of 
unremimeratiive public works of a character likely to give protec- 
tion to the country against^ the efi'ects of drought’. As the 
Government were then annually borrowing from -68 to £4 mil- 
lions, the 1 ‘csalt expected was a redaction of the borrowing to 
the extent of the surplus available. Therefore, if there was no 
famine, the Government would either reduce public' debt by £1| 
millions or avoid debt to that extent so that when a famine 
broke out tJie Government could borrow an amount equivalent to 
that already spent from the famine fund. 

The revenue required was to be found partly from additional 
taxation and partly out of the savings resulting from the provincial 
contracts initiated in 1877. The former source brought in £1*1 
millions, and the latter £400,000. The actual surplus provided 
for by Strachey was £2 millions of which £500,000 was meant to 
provide a margin to meet unforeseen contingenc'ies, other than 
heavy war expenditure. 

Differences soon arose in regard to the utilization of this fund. 
The Secretary of State proposed that protective works might be 
constructed from the fund, but the Governn\ent of India considered 
that it was unwise, as it would * frustrate the main object of its 

# 

^ Financial Hesolution, 23 April 1874, pars. 32, 33. 
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creation, namely the prevention of any perinaiieni increase of the 
public debt by reason of the public expenditure upon famines 
It was recognized that such works sliould be carried out eliietly 
on provincial responsibility, and that all thal the Govermuent of 
India should do was to help the provinceB in meeting Ihe interest 
charges on such capital works. The Government therefore pro- 
posed that a portion of the fund, say ■£250,001), should be so used 
and the amount be distributed between ihe provincial Governments 
according to the urgency of their needs. This proposal was not 
accepted by the Secretary of State, Lord Cranbrook, who consi- 
dered it unwise to raise loans for protective works. It was also 
decided that one-half of the fund must be devoted to repaying 
the loans raised in England on account of famine. ‘ The remainder 
may be appropriated, at your discretion, to the extinction of debt, 
to the relief of famine, or to the construction of protective works/" 

Owing to the iVfghan War and the consecfiient financial diffi^ 
culties, the famine grant was suspended in 1879. The proceeds 
of ' famine taxes ’ were used for reducing the war deficits.^ 
Further, in the accounts, only actual famine relief expenditure, if 
any, was shown, and the surplus secured by the new taxes and 
arrangements was not separately shown. Tliis raised a contro- 
versy, both sin India and in England. Professor Fawcett attacked 
the policy in the Nineteenth Century, He wnote : ‘ The new taxes 
have been collected and not a shilling of the money which they 
yield has been devoted to ihe purposes to which they were pledged. 
A few 'months after the famine fund was called into nominal 
existence, the invasion of Afghanistan was undertaken and the 
fund was absorbed in defraying the expenses of the military ex- 
pedition.’^ It was also pointed out ihat the fund was a convenient 
arrangement for making good tlie loss resulting from the repeal 
of the import duties on cotton goods — a financial measure which 
was severely criticized at the time on many grounds. Certain 
statements in Strachey’s speeches in the Legislative Council also 
caused some misgiving then and created difficulties afterwards. 
Strachey said : ‘ Whether the public accounts show surplus, equili- 
brium, or deficit, it is indisputable that these taxes must prevent 
debt by the exact amount which they yield, and thal, when 
famine occurs, our resources for meeting it will be increased by 
an amount exactly equal to the amount obtained from those taxes 
with compound interest upon them.’^ The Secretary of State took 
exception to this and held that in order to fulfil the pledges of the 
Government and satisfy the public, some greater security for the 
proper carrying out of an insurance sclieroe must be obtained. 

• 

^ Dispatch, 10 Bepteniber J87B, « ® Dispatch, 20 E'chruary 187%. 

Baring’s Minnie of 24 Angnst 1883, par. 5. 

** May 1879; also m hts book, Indian Finance (1882), p. 88; Fawcett was 
Professor of Political Economy at Cambridge and a member of Parliament. 

® Financial Siatemenip (1880-1), par. 00; Proceedings of the Legislative Council, 
1894. 



206 


FEDBRAJD FINANCE IN INDIA 


Both Lytton and Strachey had left India in the meantime, and 
Lord Eipon and Evelyn Baring had stepped into their shoes. They 
agreed with the Secretary of State and the scheme was reconsti- 
tuted in 1881.^ It was decided that the full grant of £11 millions 
should always be entered in the budget under the head of Famine 
Eelief and Insurance with sub-heads for (1) relief, (2) protective 
works, and (3) reduction of debt; and that in the accounts the 
expenditure should be shown under the same heads. The actual 
expenditure on famine relief, if any, in the year was to be a 
first charge upon the grant. Protective works were to be the next 
charge and w^hatever balance remained was to be used for the 
reduction of debt. Thus the purpose of the famine insurance fund 
underwent a change. The original policy was to devote the whole 
of the grant, less the actual cost of famine relief, to reduction or 
avoidance of debt; but according to the arrangements of 1881, a 
large part of the grant w^as to be applied for what were called 
‘ famine protective ’ public works. It w^as later decided that half 
the grant (i.e. .-£750,000) should be allotted for protective works, ^ 
both irrigation works and railways, and that the grant need not 
be confined to state railways. This decision was largely influenced 
by the recommendations of the Famine Commission. The con- 
viction also grew that protective works might be «!xpected to 
prevent famine or render its relief less costly when it occurred. 
Various schemes for protective works were provided for in Baring's 
Budget Statement for 1881 - 2 . He also denied that there was any 
necessary connexion between the famine insurance grant and the 
new taxes levied in 1878 and 1879 . Owing to the increasing loss by 
exchange resulting from the depreciation of silver, it was found 
inadvisable to remit to Engl^md any large sums as previously 
proposed, and it was decided to entrust the matter to a special 
commission. 

The following table will show how the grant was spent in the 
first five years of its administration : 


Year 

Famine 

Eelief 

Protective 

Irrigation 

Works 

Prolective 

Railways 

Ecdiiction or 
Avoidance of 
debt 

Total 


Rs. 

Es. 

Bs. 1 

Bs- 

Bs. 

1881-2 

348,830 

1,364,490 1 

6,824,030 ! 

7,151,510 

15,678,860 

1882-3 

221,030 

2,634,430 

-1,331,290 ^ 

13,435,550 

14,959,720 

1883-4 

92,050 

2,832,230 

4,492,480 

5,811,370 

15,228,130 

1884-5 

73,500 

2,530,460 

9,464,570 

3,416,040 

15,483,570 

1885-6 

406,950 

J 

1,868,070 

• 

6,919,271 

6,834,980 J 

15,292,710 


^ Financial Sfcatcmenfc, 1881-2; also Dispafcch from India, 2 Febrnary 1881. 
** Dispaticb, 6 October 1885. 

^ Includes Es, 292,710 spent under railway revenue account. 


FINANCES AND PUBLIC WOBKS IFNDER EECURRING FAMINE 207 


§5. Progress of Railways 

Owing to recurring famine and tlie depreciation of diver after 
1873, the Government had to increase their expenditure in other 
fields, and the pace of progress in railway construction was not 
kept up. The fall of the rupee exchange increased the burden of 
interest charges paid in sterling , and tlierefore borrowing in 
England was restricted, and capital was raised as far as possible 
in India. But as the internal loanable resources were limited, it 
was found necessary to fall back on the former system of leaving 
railway construction to private enterprise. State effort was chiefly 
confined to the construction of railways needed for famine pro- 
tection or for strategic purposes. 

The Famine Commission of 1879 urged upon the Government 
the imperative need for extending railway facilities for the pro- 
tection of the country against famine. They wrote : 

Until the whole country is more completely supplied with rail- 
ways or canals by which food can be transpojded rapidly, cheaply 
and in large quantities to every p)ari where severe want may exist, 
the possibility of some unusual demand for Government interference 
in particular localities, or for special classes of people, cannot be 
shut out, ,wr the danger of the occurrence of a great calamity 
altogether removed. It is therefore to the improvement of internal 
communications and the removal of all obstructions to the free course 
of trade, accompanied by the extension of irrigation in suitable loca- 
lities and in improved agriculture, that we look for obtaining security 
in the future against disastrous failures of food supply in tracts 
visited by drought.^ 

The Commissioners also estimated that 20,000 miles of railway 
would be required for insuring the country against famine. 
About 10,000 miles of railway already existed, and at least 
5,000 miles were urgently needed. 

‘ Nor will any smaller scale of operations commend itself to 
anyone who carefully considers the facts of the case,’ added Sir 
John Strachey, wiiting in 1881.^ ‘This is not the time to say 
“ Best and be thankful It is in the intervals of prosperity which 
are granted to us that we must prepare for the inevitable future.’ 
Strachey also criticized the restrictions wliich had gradually been 
imposed on the prosecution of these works with borrowed money, 
and pleaded that in the fiational interest of India, state construc- 
tion of railways was better than private enterprise. ‘ Experience 
had established beyond dispute’, he added, ‘that it is within our 
power both to construct and work railways economically through 
the state agency.’ And few were iffore competent than Strachey 
to express this opinion. He, made an analytical study of the 
effects of foreign capital on India. ‘ In considering this subject, 
we are bound to place ourselves in the point of view of a national 


* Eepoftf Fart I, p. 54. 


Fimnees md Public WorM, p. 403. 



208 


FBBEBATj finance in INDIA 


Indian Government, and not of the English capitalist.' ‘ It may, 
without hesitation, be said that in the case of lines yielding a 
profit, the amount which would be carried out of the country by 
a company of foreign capitalists, including as it would both interest 
on capital and profits, must be greater than the charge incurred 
under Government management which could consist of interest 
only, since the profits, even if smaller, would all remain in India 

But the new regime in India did not favour state enterprise 
in the economic sphere. Both the Viceroy {Lord Eipon) and the 
Einance Member (Major E. Baring, afterw^ards Lord Cromer) were 
convinced free traders and wanted to give as much room as possible 
for private enterprise; and in this thej were supported not only 
by the India Office, but 1 ) 3 / the many economists and publicists, 
like Fawcett, who raised an alarm in Parliament and outside about 
the disastrous results of extravagant expenditure in India. “ 

In the Financial Statement foj’ 1881-2, Baring made out a 
powerful case for leaving railway construction to private enter- 
prise. He said : 

Even if the general arguments in favour of constructing rail- 
ways solely through the agency of the state were more valid than 
I conceive them to be, I should still hold that those arguments did 
not apply in India. The first economic requirement «of India is 
that her resources should be developed without delay and that means 
of communication should be so improved as to facilitate emigration 
from districts which are over-populated to those in which labour is 
scarce. I doubt whether Governmcnl agency alone can adequately 
perform this task, and I hold that in any case it is not desirable that 
it should do so if private agency can be found to undertake the work. 
I am not without hope that, if an impulse can be given to railway 
constructiou by British enterpilse, native capitalists will enter the 
field, either alone or in conjunction with Englishmen. I should 
reganl such a movement as an important factor in the practical 
education of the people, inasmuch as it would tend to wean the 
natives of India from that dependence upon Government wffiich is 
intensified by concentrating in the hands of the state all the organized 
skill which the construction and management of a railway requires 
If ever the natives of this country are to be schooled in the first 
rudiments of self-government, it is desirable ihat they should be 
encouraged to act for themselves in such matters, rather than that 
they should rely always upon that coercive philanthropy which insists 
upon doing everything for them.^ 

Baring also proposed that the Government should help private 
capitalists in a variety of ways.* ' Government officers may make 
surveys and estimates and supply all necessary information with 
a view to enabling private individuals to judge for themselves 
whether tii6i»y c^are to invest their money in any particular scheme. 
The land on which the line is constructed may sometimes be given 

• Sfcrachey, op. oifc., pp. 405-6. 

“ Fawcett, Indian Finance (1880), pp. 140-57 ’ Financial Statement, 1881-2 
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free of cost. Possibly in some cases grant of waste lands in tiie 
vicinity of a new line may be given. On the other hand, certain 
conditions, to some of which I have already alluded, must be 
imposed, and it will be impoj’tant only to give concessions to 
such persons as can afford good security that the} have at their 
command a sniiicient amount of capital to cany out the undertaking 
to a siiccessfii] issue. 

Iiipon completely agreed with Baring on the railway policy, 
but he wuis keen on extending railw'ays and finis streiigtliening the 
country against famine. He found tlie annual outlay of £2|- 
millions for productive piiblu* works quite inadequate, but there 
was no means of increasing that amount. The Kecretary of State 
insisted thal money for state luidertakiugs should be borrowed 
strictly on commercial principles, i.e. provided they would give a 
return of 4 per cent, on the capital outlay within live years of 
compieiion.^ He also pj'essed on the (locernment of India the 
neecl for attracting private capitalists by giving them all possible 
concessions. 

Thus pi'ivate enterprise was more and more harnessed for 
railw^ay development. The terms entered into with the companies 
varied. The contract with the Southern Mahratta Eailway Com- 
pany was perhaps typical. The Company was to raise the capital 
{£5 millions') on a 4 per cent, guarantee till 1889 and 3 per cent, 
thereafter. The railivay was to be state property and the rates 
and fares wei’e to be controlled by the state, but the construction 
and working were left to the Company. Thus the state practically 
did everything, although through the agency of the Company.® 

Owing to the conflicting views that then prevailed in England 
and India regarding state loans for public works, and the terms 
on which companies should function, a Parliamentary Select 
Committee was appointed in 1884. The Committee found that 
a more rapid extension of railways in India- was needed for pro- 
tection against famine, for providing a stimulus to internal and 
external trade and for opening up fertile tracts and coal fields. 
They therefore recommended that both state and private enter- 
prise must be utilized. Ml state borrowing need not be for 
‘ productive ’ lines only, as hitherto, and it was left for the 
Government to decide which lines could with advantage be handed 
over to the companies and which lines constriicted directly by the 
state. They also made various detailed recommendations which 
need not be dealt with here. 


^ Financial Sfcatenienfc for 18B1-2. However, he later came to realize that the 
conditions ot India were not altogether suited to Hie adoption of unalloyed laisse^ 
fatre. In 1883, he wrote : * The comparative ab&em*e of private capital throws 
upon the state many onerous duties, which in other countries can be more advan- 
tageously performed ihrougli the agency of private enterprise/ (Minute, 11 August 
1883.) Parliamentary Paper C, 352 of 1885. 

Dispatch, Financiail, 6 January 1881. 

* Moral and Material Progress (1882-3). 
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§6. Reproductive Public Debt 

The total capital expeiiditiu’e on 'prochictne public works 
came to about £65 millions by 1883. The annual outlaj" on these 
works is shown in the table below : 


Tear | 

stale 1 

Baihvayfi I 

! 

Uri;>atioB 

< >tijer ! 

iteniFi ' 

Total 


£ 

M 

e 

M 

isn-d 

8,251,503 

S, 108,077 

... 

8,120,180 

1873-4 

2,351,625 

1,198,682 


3,553,307 

L87i-5 

3,014,180 

1,235,391 


1,249,571 

18754 

3,165,lbl 

1,105,145 


1,270,629 

1876-7 

* 2,865,861 

913,123 


3,809,281 

1877-8 

3,981,968 

800,081 


1,791,052 

1878-9 

' 3,327,ft8h 

794,654 

2.59,356 

4,381,898 

1879-8U 

* 2,680,493 

598,837 

'0,815,862 

13,095,192 

18804 

3,402,331 

5,106,167 

188,135 

9,297,238 

18814 

1,656,675 

1,184,888 

1,110,168 

3,952,031 

1882-3 

1,662, 16{) 

2,324,308 

678,338 

4,665,112 

Grand Total ... 

31,366,174 

! 

20,760,856 

”12,352,159 

01,485,489 


Thus the total capital expenditure for a period of eleven years 
amounted to .-£64*48 millions. This sum represents not the actual 
capital outlay from loans and current revenue , but. the nominal 
amount on which interest was charged. It includes the purchase 
of the East India Eailway (1880) and of the Ivurnool Canal in 
Madras. It also includes sums transferied from ‘ ordinary ’ ex- 
penditure in past jears to prodictive capital outlav. 

The financial results of the working of productive public works 
were not very encouraging at first, but as time went on revenue 
exceeded expenditure. For three years there were deficits, but the 
famine of 1877-8 brought more wmrk to the I’ailwajs and then 
followed years ol’ surplms. From 1877-8, the portion of land 
revenue due to irrigation was credited to public works, but that 
change was not introduced in Madras and Bombay till 1880-1, 
During the same period, considerable expenditure was also 
undertaken on public works 'other than productive’. The total 
expenditure on such works from 1873 to 1882-3 (ten years) 
amounted to £?59*35 millions, made up as follows : I’ailways £6*14 
millions, irrigation '67*10 millions, militaiy 61 L*16 millions, civil 
buildings, roads etc. £34*94 raillfons.^ 


^ ^ Moral and Material Progress (18b2-3j, p. 260. 
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TAXATION P()\jW\\ miSB 
§1. The Fall of Snoer 

Wae and famine were not the only causes that dislocated Indian 
iinaiices alter 1873. Another important cause was the depreciation 
of silver and tlie consequent increase in the harden of remittances 
to England. The depreciation of siKer aiier 1873 was due to : 
(J) diniiiiisiicd production of ^uld and jnereased production of 
silver; and increased demand for gold arising frojii the adoption 
of the gold standard b} (lermanj^, followed by IJenniai’k, Noiway, 
Sweden and Holland.^ When these countries adopted gold mono- 
metallism, the demand for silver lor currency purposes largely 
diminished; hut the supply of silver went on increasing. Before 
1873, the piice of silver and gold was kept stable at the legal ratio 
ol 15 J to I, owing to the predominance of the bimetallic system. 
But when, the Latin Union^ in 1874 suspended the free coinage 
of silver and gave up the legal ratio between gold and silver, the 
link between the two metals was broken and silver began to slump 
rapidly. 

This had an immediate effect on the Indian Government’s 
finances. Their dues in England had to be paid in gold, but 
revenue was received in silver rupees, and therefore, when the 
exchange rate fell from 2s . , more i^ipees had to be paid for a given 
amount of sterling. Even before 1873 the exchange rate used to 
fluctuate, but it never fell below Is. 10|</.; in 1874, however, the 
exchange fell to Lc 9.]d. ; by 1880, it had fallen to 1^. 71(1. and it 
fell to Is. 6Jd. in 1885.^ Consequently the Government had to 
meet their sterling liabilities at an increasing cost from year to 
year, and, for this purpose, moi’e revenue had to be raised. The 
loss by excliange was only Es. 90 lakhs in 1873, but it rose to 
Bs. 3 crores by 1878, and to Es. 4*3 crores by 1885. The pound 
ivas still conventionally reckoned at Es, JO, and in order to correct 
this discrepancy a new head of expenditure w^as created, i.e. ' loss 
by exchange h This mode of accounting led to a good deal of con- 
fusion, and it became difficult to estimate properly the burden of 
the different services.^ The work of the Einance Member also 
became extremely difficult. It was not possible to estimate before- 
hand what the actual cost of a service would be in the budget year, 
as there was no knowing wh^t the exchange rate would be. These 

^ Beport of the *GoU and Stiver Commission (1888), pp. §6-60. 

- FraEce, Belgiam, Switzerland and Italy, 

® Fowler CoiitmiUee Beport (1898), p. 87. 

^ Strachey, op. cit., pp. BS8-9. 
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inconveniences became much greater after J885, as we shall see 
later, 

§2. Provincial Rates 

What with famme, war and loss bj exchange, the revenues of 
the Government, already melasth*, became altogether inadequate 
for meeting such growing needs. This was paiily the cause of 
the transfer of certain new" cliarges to the provindal Goveiiiments 
in 1877, By the arrangements of that year, the (TO\ernment of 
India obtained relief to the extent of l-llHhOOO. The burdens 
thus imposed upon the provincial (Toveianneiits included such 
expanding items as the maintenance of public w"orks, and there- 
fore fresh taxation became necessary. The North-Western Pro- 
vinces were the first to take action. The Local Bates Act of 1871 
plac'ed the burden only on agiicultuinl classes, and the funds raised 
had to be spent in the first instance within the district itself. Tins 
latter provision wnis modified b\ Act VII of 1877 which empowered 
the Government to appropriate a portion of the rates on land 
for provincial railways and canals. By i\.ct VIII of the same 
year, a licence tax was levied on trades and dealings on the 
ground that the trading classes ‘ were amongst those who benefited 
especially from' the class of works, which it was now proposed to 
transfer to the local Governments’.^ Under this ilct, traders 
were divided into three classes, and the rates charged were Es. 16, 
8 and 2 respectively. In the first class w^ere bankers, money- 
lenders, joint-stock companies and wholesale dealers. Only those 
who earned not less than Es. 200 a year were taxed. The pro- 
ceeds of these two taxes were to be utilized for the maintenance 
of public works. « 

In Bengal also, a new cess was raised for the same purpose. 
Already in 1871 local rates had been imposed on land for the con- 
struction and maintenance of roads. The proceeds of this tax 
went into the coffers of the district committee. In 1877, a public 
works cess for provincial purposes was imposed b} Act II (Bengal) 
of that year. It was limited to a maximum of a half-anna per 
rupee of annual value, and was levied in precisely the same way 
as the road cess. 

The Bengal zamindars protested against the new cess, even 
as they did in 1871 against the road cess. The well-known 
Bengal publicist, Kristodas Pal, attacked the bill on the ground 
that it was unfair to landowners and that it violated the principles 
of the Permanent Settlement. •Taxation in Bengal was higher 
than in other provinces, he said, and Bengal got only a small 
proportion of the total refenue raised in the province.^ 

In 3880 consolidating Act was passed (the * Cess Act ’), which 


^ Legislative Gounoil Proeeedtngs, 21 Ma.rcF 1877 (Colvin’s Speech). 

® B. C. Palit, Speeches mid Minutes of the Eon'hU Efistodas Pal (1882), pp. 
165-88. 
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superseded the Acts of 1871 and 1877. Houses were exempted 
from the cess and elaborate provisions were made for the assess- 
ment of lakhiraj or revenue-free holdings. The total yield of the 
cess in 1882-3 was £703,000. 


i:}3. Famine Ta,ies 

In 1877, the Government of India decided to constitute a 
Famine Insurance Fund, as has been explained in Chapter XV. 
For this purpose, the revenue of the Government of India had to 
be increased by £1,500,000. As the i*evenue from customs duties 
was falling owing to the progressive adoption of the free trade 
policy, the Government had to look to some form of direct taxation. 
An income-tax liad already been tried and there was powerful 
opposition to its being revived. The Secretary of State was also 
firm about it. At this stage it struck the Government that the 
non-agriciiltiiral classes in the country w^ere taxed very lightly. 
According to the Stracheys, ‘ they [the trading classes] have 
ordinarily contributed almost nothing to the expenses of the state, 
while they derive perhaps the largest share of benefit from our 
administration, and from the railways and other works of improve- 
ment, provided at the cost of the country at large. The exemption 
which these classes have enjoyed has long been felt to be one of 
the most indefensible and inequitable peculiarities of our Indian 
system of taxation.’^ 

Accordingly, the Government of India decided to levy a licence 
tax on trades and dealings, on the lines of the North-Western 
Provinces licence tax. It was not to be a fee paid for licences, 
as in England, but a tax assessed on pei’sons engaged in trade or 
professions according to the incomes received by them. The 
assessees were to be divided into classes according to their pre- 
sumed income and all persons in the same class paid at the same 
rate. Thus the new tax was really an income-tax under another 
name. The rates of assessment were not to exceed two per cent, 
of the annual profits, and the average was 1| per cent. 

The first enactment in this direction was the Northern India 
Licence Tax Act — TI of 1878 — the operation of which extended to 
the North-Western Provinces, Oiidh and the Punjab. Similar Acts 
were passed in that year for Bengal (Act I), Bombay (Act III), 
and Madras (Act III). In the Central Provinces, the pandhafi 
tax served the same purpose, and half the revenue from that 
impost (about £12,000) was credited to the imperial treasury from 
that date. The taxable minimum in most provinces was Bs. 200, 
but in the Punjab, Bengal and Bomba5^ it was Bs. 100, In 1878 
the licence tax yielded a n^t revenue of £820,000. • 

Nor did the G-overnment of India let off the agriculturists. 


^ Finances m4 PuhUe Wothi, p. 196. 
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It was argued that they were the first to suffer by famine and 
therefore had a duty to contribute to famine insurance. Accord- 
ingly, an additional burden was placed on land in all provinces 
except Madras and Bombay, which were then stricken by famine. 
An extra cess of one per cent, on gToss rentals was levied in the 
Punjab, the North-Western Provinces and Oudh and this was 
collected through the local bodies. In the Central Provinces also 
an additional rate of one per cent, on the annual value of land, 
equivalent to two per cent, of the Government revenue, was im- 
posed in 1878. In Bengal, no further land cess was levied as 
there was already a public works cess raised for provincial purposes 
in 1877. The landowners all over the country grumbled about 
this new cess, but the Government were firm. ‘ What does the 
Government ask?’ said the Chief Commissioner of the Punjab. 
‘ Why, it asks a body of landowners whose property has more than 
sextiipled in value to pa} a famine insurance rate for that property 
amounting on an average to one farthing per acre per annum. 
The new cess on land brought in £500,000. Thus by additional 
taxation of about £P2 millions, supplemented by the gains from 
provincial contracts, the Government was able to find adequate 
funds for famine insurance. 

No additional cess for imperial purposes was levied Jn Madras 
and Bombay; but the duly on salt was raised from Be. 1-13 to 
Es. 2-8. The ostensible object of this was to equalize salt duties 
all over India and not to place any extra burden on the people, 
but the result was that salt became dearer in Madras and Bombay 
and the revenue of the Government increased.^ 


§4. Oppositioif to Licence Tax 

There was criticism of the licence taxes all over the country. 
The principal point urged was lliat professional men and salaried 
classes were exempted from its operation. It was really an 
income-tax disguised as a licence tax. The Government repeatedly 
pointed out that the trading classes generally benefited most 
by famines and therefore must contribute largely to famine 
insnraince; but the European Chambers of Commerce in India 
questioned the truth of that view. The Madras Chamber of 
Commerce pointed out that officials in India were remunerated 
' on a scale which has no parallel in any other part of the world 
and that the exemption they enjoyed was unfair to the other classes. 
Eawcett supported this opposition in England and criticized the 
Government for the unequal distribution of the tax-burdens on the 
community.^ Complaints*^ were also made about the method of 
collecting the#tax, and ihe inquisitoriai procedure often resorted to. 

^ Stracliey, Ftyiances ayid Public Works, p. 199, 

** Financial Statement, 1878-9 and 1879-80, « 

® Indian Finance (1880), p, 182. 
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Tlie work of collection w^as left to low-paid underlings and therefore 
corruption was inevitable. The poorer artisan classes like barbers 
and dliobies wore also taxed. Accoi^ding to a Bengal Commis- 
sjoner, ‘ the burden of the Bengal licence tax falls wnth particular 
severity upon the lower classes who live from hand to mouth and 
are unprepared to meet any unusual charge wdtliout dispensing 
wntii some necessarj At Calcutta, the watei* carriers, carters 
and others struck work as a protest against the tax in 1878. 
Newspapers, both Indian and English, joined in this opposition. 

Bealizing the growth of discontent, the Government attempted 
to lighten and equalize the burden of the tax. Soon after the im- 
position of the licence taxes, in July 1878, the Government pro- 
posed lo extend the fax to professional and salaried persons, 
but subse(jnently, i( was abandoned on the ground that it would 
bring in vei> little revenue and would not suffice to meet the deficit. 
A similar pi’oposal was made in 1879, and a bill for extending the 
tax to officials and professional men was circulated among the 
provincial Governments. Bnt the bill V7as delayed and, as the 
financial situation soon improved, the proposal w'as again dropped. 
However, in 1880, as a concession to popular feeling, the Govern- 
ment raised the exemption limit fco Es. 500 in all the provinces. 
Thereby ^he floorer classes of taxpa^^'ers were relieved. In 
Bombay 86 per cent, of the assessees were thus exempted from 
the tax. 

Many undesirable features still remained, ilccording to the 
Financial Statement for 1882-3 : ‘ Not only are there great in- 
equalities in its incidence in the various provinces, but also it is 
open to the very great objections that, in respect of those classes 
who are taxed, it falls with disproportionate hardship on the less 
wealthy and further, that other efasses who might with justice be 
called upon to pay the tax, are altogether exempted.’ Baring 
stated that the licence tax cannot be incoiqioi^ated in the permanent 
fiscal system of the country; at the same time he wan unable to 
abolish it immediately owing to the uncertain nature of the 
financial situation. But he lioped to abolish or to recast it in the 
near future; and ibis was done wlien the income-tax was restored 
in 1886. 


§5. The Abo/Hion of Gnstoms Duties 

In spite of the critical condition of the Government of India’s 
finances in the period under review, the customs duties w^ere swept 
away and with then) disappeared a growing head of revenue. 
Free trade had triumphed in England, and what w^as good for 
England must be good for India; but mbre potent than the theore- 
tical arguments of economists was the political pressure brought 
on the Government of England by the cotton manufacturers of 


^ I. P. Niyogi, The Evolution of the Indtan Imome4az» pp, 100-1. 
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Lancashire, In 1874, the Manchester Chamber of Commerce 
memorialized the Secretary of State on the injurious effects of Indian 
cotton duties on the Englisli textile industry. In the same year 
the Government of India appointed a Tariff Committee to go into 
the question, but the Committee held that the demand for the 
abolition of the entire duty was not justified. There was only a 
limited competition between Indian and British cotton goods. 
They also rejected the proposal to levy an excise duty on Indian 
mill products. The Government of India swept away all export 
duties except those on indigo, rice and lac; the general tariff was 
reduced from 71 to 5 per cent, except on articles subject to the 
special duty; the tariff valuations on cotton goods were reduced, 
and a 5 per cent, duty was imposed on raw cotton imported into 
India from outside Asia. This latter was meant to prevent 
the Bombay mills from taking to the manufacture of finer fabrics. 
The Secretary of State's instructions in regard to a more drastic 
step came too late. 

An acrimonious controversy then raged between the Govern- 
ment of India and Whitehall in regard to the cotton duties. The 
Government of India insisted on maintaining the duty owing to 
the financial stringency brought about by the Gi'eat Famine. The 
Secretary of State maintained that the interests of India impera- 
tively required the timely removal of a tax which was ‘ at once 
wrong in principle, injnrioiis in its practical effects, and self- 
destructive in its operation and be was sure that it was best 
in the interests of ‘ the consumer, the producer and the revenue b 
With the arrival of Lytton as Viceroy and the appointment of 
Strachey as Finance Member, the policy of free trade was bound 
to triumph. Sti'achey was convinced that the cotton duties must 
go, but he regretted that the financial situation was not favourable 
for such a measure. He said : * The truth is that cotton goods 
are the sole article of foreign production wliich tJie people of 
India largely consume, and there is no possibility of deriving a 
large customs revenue from anjihing else. I do not know how 
long a period may elapse before such a consummation is reached, 
but whether we see it or not, the time is not hopelessly distant, 
when the ports of India will be thrown open freely io the com- 
merce of the world. Three members of the Viceroy's Council 
dissented from this decision. In the following year, further 
pressure came from the Secretary of State who forwarded a 
Resolution of the House of Commons demanding a repeal of the 
cotton duties, and in March 1878 the duty on various classes of 
coarse goods like unbleached tea-cloths, jeans, sheetings and drills 
not containing finer yam than 30's was removed. This was 
extended in J.879 in such a manner -as to take away completely 
the protective effect of the tariffs. Thus, in spite of the heavy 

* J^arliamentary Paper 56 of 1876, p. 38, * Fmauoial State»ae»t, 1877. 
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budget deficit, the Afghan War, and a rapid decline in exchange, 
a revenue of about £250,000 was sacrificed. Although a majority 
of the Executive Council opposed this action, the Yiceroy over- 
ruled it. Nor was there a majority for it in the India Council 
which was equally divided, and only the casting vote of the 
Secretary of State saved it. Among the dissentients were some 
of the ablest administrators who had retired from the Indian 
services. There were loud protests, not only in India but also in 
England. Fawcett wrote : * No one for a moment will even 
pretend to say that in the present state of Indian finance, the idea 
would have been entertained of remitting these duties if the 
finances of India w^ere administered in the interests of that country 
alone. 

In 1880 export duties on indigo and lac were abolished, but 
the duty on rice remained. 

There still remained impoi't duties under 39 main heads. 
Various difficulties arose, especially in regard to the definition of 
dutiable goods and a ‘ constant battle was waged betw^'een importers 
and Custom House officers’. Several anomalies also arose which 
led to confusion and inconsistency. Certain heads were freed 
which were really parts of, or connected with, others left dutiable. 

' A carriage may be imported duty free, but all the principal 
materials for building one in India are dutiable. Manufactures 
of leather are free, but a leather portmanteau is dutiable because 
it is fitted wdth a metal lock. Spades are classed as agricultural 
implements and are tlius exempted from duty, but shovels are 
dutiable.’^ All this caused an amount of friction, scrutiny and 
interference with trade (juite incommensurate with the net revenue 
they produced. • 

These defects of the customs tariff w^ere obvious to Lord Bipon 
and his Finance Membei*, Major Baring, and taking advantage 
of the improvement of finances in 1882, not only cotton ditties 
but the whole of the import duties excepting those on liquor, 
arms and salt were swept aw^ay, thus sacrificing a revenue of 
£1,219,000. At the same time the duty on salt was equalized 
all ove)' India at the rate of Es. 2 per maund and this involved 
a further loss of £1,400,000. 

Thus the customs tariff of India became, as far as imports 
were concerned, more free than that of England herself. While 
the Government held firmly to the unpopular licence-taxes which 
produced a comparatively small revenue, customs duties which 
w^ere willingly borne and which produced a larger revenue were 
abandoned. Nor was this measure needed in the interests of 
Lancashire, because the cotton duties had ceased to be pro- 
tective; it was really an offering to the idol of flee trade, on 
<* 

Indtan Finance (1880), p. 75. 

® Financial Statement (1882-8), p. 42. 
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wliicli English statesmen and economists had g*oiie crazy in those 
days. 

§6. Other Fiscal Be forms 

After 1880 there was a rapid improvement in the finances of 
the Grovernment of India. While there was a deficit of cfi4 
millions in 1880, there was a surplus of an equal amount in 1881-2 
and a similar surplus was expected for 1882-3. This emboldened 
the Government to cany out various fiscal reforms of which the 
two most important have been dealt vitli above. Other reforms 
carried out were the abolition of the pat war i cess in the North- 
Western Provinces and the improvement of the position of the 
subordinate civil services. The patwari cess was a rate on land 
to provide for village accountants and their supervisors. It was 
assessed at the rate of about six per cent, on the rental and was 
partly recoverable from the cultivators. From iliat time the 
patwaris and othej" subordinate revenue staff became servants of 
the Government, and not of the landholders as before and were 
paid by the Government. The relief gained by the landholders 
amounted to 1*240,000. The improvement in the emoliiineiits of 
these subordinate executive services was carried out at an annnai 
cost of £50,000. ^ 

However, the financial improvement did not last long. The 
actual surplus in 1882-3 was £674,000 and in 1883-4, £1,879,477. 
But in the two following years there were deficits amounting to 
a total of £3*2 millions. 



CHAPTER XVII 


GROWTH OF PROVINCIAL FINANCE, 1873-85 
§1. Promncial Contracts. 1877-8 

Not long after the introduction of the system of decentraliza- 
tion, the need began to be felt for its extension over a wider field. 
Lord Mayo himself looked forward to the time when specific* 
revenues rather than grants would be made over to the provincial 
Governments. In 1872 Sir Jolin Strachey suggested the transfer 
to the provincial Governments of some heads of receipts to meet 
the charges transferred to them. The collection of revenue was 
done by provincial Governments, but they had little interest in 
fostering them. Bombay, for instance, had to provide buildings 
for salt, but had no direct interest in salt revenue. Naturally, the 
provincial Governments discharged such duties with indifference, 
if they did not positively neglect them. ‘ Real financial respon- 
sibility in the provinces/ wrote Strachey, ‘ needs that they should 
be given a stimulus to administering revenue collection properly.' 
There were various branches of revenue, the efficient management 
of which required special attention from provincial authorities. In 
particular, excise and income-tax were of that nature. There were 
many other items of comparatively little importance which were 
connected with the transferred services. Strachey suggested the 
transfer of the charges under general administration, law and 
justice, medical and civil salaries, miscellaneous charges, and 
various minor departments. 

Along with tliese new items, it was also necessary to hand over 
some expanding revenues in order to meet growing charges. The 
central Government were not then in a. position to part with 
expanding revenue sources in their entirety but they {*ould have 
shared such revenues with the provinces in proportions to be 
prescribed from time io time. 

In 1877, the finances of the Government of India were again 
dislocated owing io heavy expenditure on famine relief, and 
chiefly with a view^ to easing the pressure on the central exchequer, 
new financial arrangements were made with the provinces. More 
departments were transferi’ed to. provincial management ; and to 
meet expenditure on them certain minor heads of revenue were 
also transferred. The chief motive for^ihe transfer of revenues 
was that they would thrive ^ under the fostering care of the pro- 
vincial Governments. ‘It may be very wrong,' smd Bir John 
Strachey, ‘ but it is tlue, and will continue to be true while human 
nature remains wj^at it is, that the local authorities take little 
interest in looking after the financial affairs of that abstraction, 



220 


PEDRHAL FINANCE IN INDIA 


the supreme Government, compared with the interest which they 
take in matters which immediately affect the people whom they 
have to govern. When local Governments feel that good admini- 
stration of the excise and stamps and other branches of revenue 
will give to them, and not only to the Government of India, 
increased income and increased means of carrying out the improve- 
ments which they have at heart, then and not till then shall we 
get the good administration which we desire; and with it I am 
satisfied that we shall obtain a stronger and a more real power of 
control on the part of the central Government than we can now 
exercise/^ 

Accordingly negotiations were opened with the various provinces 
for settlements on a new basis. The first of these settlements 
was with the North-Western Provinces in 1877. According to the 
contract, certain additional services were transferred to the pro- 
vincial Government, namely land revenue, general administration, 
law and justice, and miscellaneous. The following heads of revenue 
were also transfeiTed to provincial management : (1) Government 
estates (tarai and hhaher), (2) stone-quarries, (3) excise, (4) stamps, 
(5) law and justice, and (6) miscellaneous (with some exceptions). 
For two years the provincial Government w^re to give only a half 
of any net increase that might result from their management of 
the revenues; but after that period the arrangement was to be 
open to revision. ‘ While the Government of India is most desir- 
ous that the local Government should share largely in any increase 
of revenue to wdiich improved administration may lead, it is 
evidently reasonable and necessary that the imperial revenues 
should share in this increase.’^ Thus the Government of India 
jealously guarded the right tOr share in the increase of revenue, 
and did not want ‘ to surrender any portion of the normal growth 
of these revenues 

The amounts of expenditure for the several transferred heads 
were calculated on the basis of the normal expenditure at the 
time, but a reduction of 5 per cent, was made in order to relieve 
the central exchequer; that is to say, the local Government were 
to undertake the management of the new charges with Ks. 354,000 
less than the imperial grants hitherto made for them. Thus the 
central Government obtained a fairly large relief by the transaction, 
A similar contract, was made with Oudh, but it was only for one 
year. 

Since the provincialized receipts did not meet the whole ex- 
penditure on the ti'ansf erred heaiis, the old system of assignments 
had to be conrinued. These lump bums came to almost as much 
as the transferred reve^iues. Tims the total revenues of the 
provincial Government wej-e made up of : 

^ Financial Statement, 15 March 1877, par. 5. 

“ lietter No. 852, 10 February 1877 to the 0oYernmei*»t of the North-Western 
FroTinces, 
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(1) receipts from the transferred services; 

(2) the yield from the transferred heads of revenue: and 

(3) allotments. 

In I he cmitrojct made with Bengal in the same year, the 
revenue from excise, stamps, and law and justice was surrendered 
for five years and no part of the increase was to l3e handed over 
to the central Government; but this concession was made in con- 
sideration of the burden then placed upon the Bengal Government 
in connexion wnth railways and irrigation works. ^ The contracts 
with the Punjab and the CVntral Provinces were for three years 
and the terms were much less favourable. The Government of 
Madras declined the offer as it was ' so unfavourable as to allow 
of the anticipation of nothing but failure, public dissatisfaction 
and aggravated enibarrassment ’ if the provincial Government 
attempted to wmk it.^ The contract-, with Burma and Assam 
w^ere made only in 1879, and w^ere based on the system of divided 
revenues which was siibseijuentlv adopted in regard to all provinces 
in 1882. 

In 1877, the Government of India obtained a total relief to 
the extent of Es. 2,400,000 from these transactions. In addi- 
tion to this the responsibility for maintaining public works of 
local utilily (especially canals) was shifted on to provincial 
shoulders and this alfso meant financial relief to the central 
Government,^ 

The main defect of the new system was that the transferred 
revenues were not sufficient to meet the charges. The provincial 
Governments had direct interest only in the revenue-heads trans- 
ferred to them. This produced a division of interests, and 
naturally provincial authorities could not be expected to foster all 
the revenues equally. 

In every way, the new^ arrangements were more favourable 
to the central Government than to the Provinces. The former 
shifted certain inconvenient burdens lo provincial shoulders and 
thereby saved expenditure, while the latter increased their burdens 
wdtliout any perceptible enhancement of their I’esponsibility or 
status. Altliough more services w'ere transferred to the provinces, 
the tone of the new arrangements wns less liberal than that winch 
characterized Mayo’s measure. 

§2. Further Restrictions on Promicial Governments 

In 1877, additional restrictions were laid on provincial finance 
by a Resolution of that year.^ These restrictions were perhaps 
necessitated by the increased financial* powers of the provincial 
Governments, but the freedom of the provinces ^vas thereby 

^ Letter to Bengal, 29 Mawli 1877, No. 1899. 

- D.O. Letter of ^ December 1877. ® Financial Statement, 1877-8. 

^ Financial Department Besolntion No. 1709 of 22 Marcia 1877. 
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circumscribed to a great extent. As this resolution I’emained in 
force for long, it re(j[uires careful examination. 

Witlioiit the pi’evioiis banctioii of the (Tovernrneiit of India, 
(1) no new taxes were to be imposed noj* * any change made in the 
existing system of I’evemie management; (2) no new service was 
to be undertaken except when the provincial Government showed 
that they had funds to do so; (3) no appointment carrying a 
salary of'jRs. 250 oi' above was to be abolished or its pay reduced; 
(4) no railway line of through conimumcation was to be abandoned 
or allowed to fall out of repair; (5) no alterations were to be made 
in the form of procedure of public accounts; and (6) services 
previously rendered to oiher departments at tiie charge of trans- 
ferred departments were to be continued as before, and no services 
rendered io the transferred departments by other departments 
were to be iiKU’eased."^ 

Most of tlie resirietjons imposed by tlie huaiicial itesolutioii of 
1870 were also repeated on this occasion. Minute details of local 
administration were to be communicated to the central Govern- 
ment. Eeturns were to be made quarterly through the several 
administrative departments of the Government of India, showing 
every change made in the pay of officers, eYery new office created 
or existing office abolished ; and all unusual or extraordinary charges 
incurred were to be detailed. 

Local Governments were also to communicate their executive 
and financial proceedings to the Government of India. The 
Governor-General in Council would not relinquish the general 
IX) wars of supervision in any department, but he would as far as 
possible avoid interference with the details of administration of 
the transferred revenues and bejwiees. 

Moreover, ' the grants made to the local Government, for all 
the services entrusted to its administration were to be a consoli- 
dated grant; no claim was to lie against the imperial treasury 
on the ground that the cost of the services exceeded the amount 
at which it was estimated in Ihe calculation of the consolidated 
grant.^ 

From 1871 , the financial estimates of the Government of India 
contained only a single entry entitled Provincial Services. It was 
subsequently found to be a mistake to exclude the details of 
provincial revenue and expenditure in the general imperial state- 
ments, They formed an important j>art of the expenditure of 
the country, and therefore in 1877 it was laid down that details 
of provincial receipts and expenditure should be given in the central 
Governments financial statements.*** 

Further, provincial Governments were not to exhaust the 
balances to Jjheir credit in the imperial treasury. Overdrawing 

* This last restrictioa soaght to remedy the defect Mentioned above, but 

wae not effective enough. 

® Pinky, Mistonj af Provincial Financial ArrangemenU, p. 10. 
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was not to be permitted. However, the conventions that Biibse- 
c|iieiit]j^ arose in this matter demand some notice/ The balances 
of provincial Ciovernments were merged in the general cash 
balances of the Govermuent of India. These formed book credits 
on which the local Goveriiinoiits could draw when necessary. 
However, in this matter these Governments had a privilege denied 
even to the Govenimeni of India, whose expenditure had, as a 
general rule, to be covered by the j ear's revenue. As the provin- 
eial Governments dealt with services in which continuity ot 
expenditure was of primary importance, it was considered neces- 
sary to allows them gi’eater latitude. They were allowed to spend 
more than their current revenues, if they could find money wiihoui 
depleting thoir balance credits beyond a prescribed minimum figure. 
The system led to the appaiuntiy paradoxical but inevitable result 
that if a provincial (fovei’inuent spent less Ilian its current revenue 
the surplus Iialance diinmished ilic impeiial surplus, wiiile the 
excess of pimincial expenditure over income increased it. If, 
for instance, Madras had a curi-eni revenue of Ils. 8 crores and 
spent only Ks. 2*8 crores, the remaining its. 20 lakhs which 
went to its balances were, under the terms of the provincial settle- 
ments, not available for utilization, except in cases of grave 
emergency by the Government of India, which consequently had 
a liability of Es. 20 lakhs in respect of the unspent money. This 
was recognized by deducting the amount from what would other- 
wise be the imperial surplus of the year. On the other hand, if 
Madras spent Es. 3*2 crores, the excess of Es. 20 lakhs was with- 
drawn from balances for which the Government of India had 
already made itself responsible in a preceding year, and conse- 
quently for imperial purposes the total expenditure of the current 
year would be reduced by Es. 20 lakhs and the imperial surplus 
correspondingly increased. 

It was also laid dowm that the provincial Governments were 
not to lend from the balances to their credit in the imperial 
treasury/ 

Thus, by the arrangements of 1877-8, the position of the 
provincial Go\ eiamienis in relation to the central Government did 
not. mateiially improve; it became worse in several respects. 
According to liaiiade, the effe(*t of the reforms was rather to 
tighten tlie grip of the Government of India over pi’ovincial 
administrations. !Mayo looked lorwuird to the gradual increase of 
the status and responsibility of the provincial Governments, but 
that idea did not tind favour for long. In result, the provincial 
Governments remained mere executive agents of the central 
Government, with little authority to transact business on their 
own account. ' The w^hole scheme was reduced / winte Eanade, 
to a mere departmental arrangement for avoiding interference in 


^ Financial Statement, 1907-8, pars. 83-8. 
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the details ol local adniiiiistratioii.’ Perhaps it was premature, 
at the time, to devolve ^i^reate]’ responsibility on the provincial 
Governments. 

In 1878 the Government of India issued another Besoliition 
which made some material changes in the system. Prom 1860, 
it was accepted by the Government as a fundamental rule of their 
budget system that the expenditure of the yeai’ should not exceed 
the amount provided for in the budget estimates. As the Eesoliition 
of 1877 was silent on the point, there was a doubt in the minds 
of provincial autliorii.ies whether this principle still applied to the 
changed system, and one Government actually sanctioned expendi- 
ture not provided foi* in the budget. The Government of India 
thej’efore made it clear by a special Pesolution^ that during the 
eurreiicy of a> budget a provincial Government should not, without 
reference to the Government of India, sanction expenditure which 
had the effect of increasing the whole provincial expenditure above 
the amount provided for in the budget. The reason given was 
that the central Government made their arrangements for ways 
and means aftei* taking into consideration all the expenditure of 
local Governments as shown in the budget. There was some cor- 
respondence with Bengal in connexion with this matter. That 
Government asked for additional exi>enditiire to be niPi from its 
provincial balances. The central Government disallowed it on the 
ground that it was not budgeted for. However, the Government 
of India were prepared to w^aive this right if the new expenditure 
asked for was covered by a corresponding increase of revenue over 
the budget figures. 

In 3879, owing to the critical position of the central finances 
arising from the Afghan War, J^he Government of India, asked the 
provinces to practise strict economy and to postpone all optional 
expenditure, especially on public* works above a certain level of 
cost. Eventually, these measures were found insufficient, and the 
provincial assignments for the year 1880-1 W'ere reduced below the 
amounts settled under the several contracts in force. The total 
contribution thus taken from the provincial Governments came to 
Es. 67 lakhs, one-half in 1879-80 and the other half in 3880-1. 
This meant additional taxation.^ 

§3. The System of Shared Revenues, 1882-3 

The inadequacy of the financial arrangements made in 1877 
soon became patent. The revenues transferred to the provincial 
Governments were scanty, and the bulk of provincial expenditure 
had to be met by lump sums assigned by the Government of 
India. The^ provinces had no share Jn land revenue which was 
then much the largest revenue som^ce in India, and therefore they 
had no interest in fostering it. It was therefore considered 


‘ Financial Besoiution, 12 September 1878. 


= See a. XVIII. 
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advisable to give tlie provincial Governments some share in the 
more important branches of revenue, tliereby creating in them an 
abiding interest in fostering revenue. 

The credit for devising a remedy should go to Sir John 
Strachey; but the practical applic^ation of iJie principle was carried 
out mainly by Lord liipon and his Finance Member, Major 
Evelyn Baring.^ 

The principle of the new system w^as that ' instead of giving 
local Governments a fixed sum to make good an excess of provin- 
cialized expenditure over provincialized }-eceipts, a certain propor- 
tion of the imperial revenue of each province should be devoted 
to this subject \ Certain heads of revenue, such as post office, 
telegraphs, mini, and others of a definitely central nature, were 
(with minor local exceptions) wholly reserved as intperial. Those 
essentially of a local nature were made provineiaL Between 
these lay certain important heads like forests and registration, and 
these were divided in proportions, for the most part equal, between 
the imperial and provincial Governments. This latter item 
rectified the deficiency of the provincial revenues, which were 
otherwise not enough to meet provincial expenditure. The sum 
thus taken was a fixed percentag'e of the realized revenue and not 
a lump assignment. The object of this new step was to appeal 
to the private interest of the provincial Governments. 

This new step also arose out of sheer necessity. In 1877, the 
Government of India found it difficult to enter into contracts with 
Buima and Assam on the same temis as with other provinces. 
The revenues assigned to Burma according to the old contract 
were found normally insufficient, and every year a large special 
grant had to be made to that province for balancing its budget.^ 
The demoralizing effects of this were realized and the iieed for 
a new basis was strongly felt. The case of Assam also presented 
a similar difficulty. It was found on examination that the finances 
of these tw^o provinces could be set right ozily by each of them 
sharing certain major revenues with the central Government. 
Thereby, tlie province would get an elastic source of revenue, which 
when properly nurtured — and there was an incentive — ^would give 
it ample revenue to meet its growing needs. Besides, those were 
then comparatively undeveloped provinces and required special 
fostering as they had great potentialities before them. 

Thus contracts on a new basis were entered into with Assam 
and Burma by Sir John Strachey himself in 1879. Over and 
above the normal provincial sources, a fifth of the land revenue 
in Assam was handed over to meet provincial expenditure. 
Burma obtained a sixth of the land revenue, as also of the rice 
export duty, salt receipts and forest revenue. There w|s a special 

^ ]|;esoliition ‘ of tlie Pmaace Departoent, No. 33S3, IB Sepiember 1881, pat. 4. 

^ ifioancial Departoeot Bosolutioa, 26 March 1879. 

^ 15 
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reason why in Biimia salt and customs revenue could be treated 
as provincial; for their incidence was definitely on the people 
of the province, while in India proper it would be impossible to 
locate their incidence accurately. Hence the utilization of those 
heads of revenue to meet the special needs of Burma. 

Sir John Stra-chey had intended to revise, on the above basis, 
the contracts with other provinces also, but he retired before he 
was able to carry this out. Baring, who succeeded him, stuck 
more or less to the principles enunciated by his predecessor. He 
had the support of Lord Bipon, who was well disposed towards 
all measures calculated to increase the freedom and happiness of 
the people. He believed that a large measure of decentralization 
was essential to the economic improvement of the country, and 
favoured every measure that would enlarge the powers of provincial 
Governments and local authorities. 

The important Besolutions which Bipon issued in 1881 and 
1882 not only enlarged provincial powers but also dealt with the 
need for the organization of local bodies, namely, district boards, 
municipalities and taluk boards, as a means of educating the 
people in the art of self-government. While Lytton neglected the 
lai’ger objects of decentralization enunciated by Mayo, Ijord Bipon 
was specially anxious to give effect to them by developing an 
efficient system of local self-government. This will be dealt with 
more fully in the next chapter. 

Another important change embodied in the new resolutions 
was in respect of the financing of war and famine, two of the 
special circumstances that often dislocated Indian finances.^ It 
was clear from long experience that the responsibility for famine 
relief should not be placed solely on the provincial Governments; 
help wm to come from the central Goveimment at a certain stage. 
But under the financial arrangements made in 1877, the Govern- 
ment of India were not expected to help until the resources of the 
provincial Governments were exhausted. Bipon found this rather 
hard, and he decided that help should be given at an earlier stage. 
But the conditions on which relief should be granted were defined 
mcar© stringently.^ Only in the case of severe famine was help to 
be expected; and even then the provincial Governments were not 
entitled to help until (1) their current revenue was exhausted, and 
(2) two-thirds of the excess of the accumulated savings of past 
years, over the oi’dinary working balance, had been spent. Those 
limits were fixed with reference to the resources of each province 
and not to the amount expended on famine relief. It was also 
decided that aid should be given at an earlier stage than before, 
and provision was made for devoting the savings of provincial 
Governments in normal years to supplement the ordinary public 


* Baring mentioned foar peculiar dangers to whicli Indian finance was liable: 
war, a diminution of opium revenue, fall of exchange,"' and famine (Financial 
^la^ment for 18884). ® Besolution, 30 September 1881. 
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wol'kB grant, and to push on famine relief works, Not more than 
a fourth of socli siirpluses was to be used for paying interest on 
imperial ioans raised for famine relief within the province/ 

At the same time, tlie Government of India declared that it 
could make no demand on provincial Governments, except in the 
case of disaster so abnormal as to exhaust the imperial reserves 
and to iic<*essitate the suspension of the entire machinery of public 
improvements throughout the Empire/ The Secretary of State 
objected to this too liberal concession to the provinces, espedally 
because it would have to be proved to provincial Governments 
that siidi necessity really existed; but Eipoii replied that it was 
too late to retrace the steps taken/'* 

The arrangements of 1881 on the whole relieved the provincial 
Governments of their obligatioiib to the central tiovernment on 
abnormal occasions. In 1870, the special circmnstances mentioned 
as necessitating the modification of normal provincial arrangements 
were : (1) heavy loss of opium i-evenue; and (2) national disaster, 
such as war and famine. In 1881, the Government of India very 
nearly relin(iiiished their right to call on provincial Governments 
lor help. In case of national disaster,' help would be asked only 
after the exhaustion of imperial reserves and resources. The 
responsibility in the event of famine was still left with the pro- 
vincial exchequer, but it was entitled to assistance from central 
resources. Besides, the Government of India had to meet the 
frequent losses by exchange and fall in opium revenue* 

Nevertheless, the provincial Governments readily came to the 
help of the central Government whenever called upon to do so. 
Within the next 15 years three such occasions arose— in 1886-7, 
J 889-91, and 1894-5. Tw^elve lakihs of rupees were thus contri- 
buted by the provincial Goveimments. 

§4. The Provincial Contracts^ 1882-3 

Beparate financial settlements were made in 1882 with tlie 
major provinces according to the provisions detailed above. Madras, 
too, which declined the offer of 1877, came into line wfith the 
other provinces this time. The settlements were made for five 
years, although the Secretary of State was against fixing this period 
for all the provinces. 

The principal revenues were classified as follows : 

I. Imperial : 

1. Customs duties, except in Burma^ 

2. Salt revenue, except in Burma* 

3. Opium revenue • • 

4. Post office receipts 

^ Gazette of India, > October 1881, p. 450. ^ Piaanfiafl Statement (188*2-3), p. 10. 
» .lietter, 16 febraary 1882* * See §2* 
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5. Bail ways 

6. Tributes 

7. Telegraphs 

8. Military public works 

9. Gain by exchange transactions 

II. Promncial : 

1. Provincial rates 

2. Ordinary public woi'ks 

3. Eeceipts from law and justice 

4. Education 

5. Police 

6. Stationery and printing 

7. Interest on provincial securities 

8. Provincial railways 

9. Medical receipts 

10. Miscellaneous items (except gain by exchange, premia on 

bills, etc.) 

11. Minor departments 

In Burma only — ^Fisheries 

In the North-Western Provinces and Oudh only — 
Eeceipts from Tarai, Bhatar and Diidi estates; rents 
on “water mills and stone quarries 
In Bombay only — Rents of resumed service lands and 
service communications 

III. Divided : 

(Unequal division) 

1. Land revenue (at first, only a fixed percentage; it was 

given to the province to meet the expenditure un- 
covered by revenue, but subsequently it became a 
regular divided head) 

(Equal division) 

2. Forests (except Burma) 

8. Excise 

4. Assessed taxes (chiefly income-tax, then called ' licence- 

tax ’) 

5. Stamps 

6. Eegistration 

As regards expenditure, the division of liabilities followed, as 
a general rule, on the corresponding head of receipts. But as the 
expenditure devolving on the provincial Governments was large}' 
than the revenues assigned, to them , the necessary balance was in 
the case of e^cli province to be made up by a percentage on the 
land revenue (and in Burma on salt, forest revenue and rice duty, 
as mentioned above). The local Governments received the same 
financial power in respect of divided heads of expenditure as in 
regard to those which were or had been entirely provinciaL 



GEOWfH PEOVINCIAL FINANCE, 1873-85 

The result of the arrangement was that about three-fifths of 
the revenue of British India, amounting roughly to Bs. 4'2 crores, 
and about one-fourth of the expenditure amoiintlng to Es. 19 
crores were provincialized. Thereby the provincial (lovernmeots 
were given an interest in the greater part of Indian revenue, and 
were made responsible for its collection. Thus, these Governments 
had the whole revenue under heads which produced Ks. 4 crores, 
half of the revenue under heads which produced Es. 8 crores, a 
certain percentage of other heads (chiefly land revenue) which pro- 
duced Es. 23 crores, and a nominal share in revenues which 
produced Es. 7 crores.^ Evidently this was an arrangement cal- 
culated to appeal to the self-interest of provincial (Jovermiients. 

The following grants were also made to the provinces, ear- 
marked for definite purposes : Es. 770,000 for improving the 
position of subordinate civil services, Es. 200,000 for provincial 
public woj’ks in Madras and Es. 100,000 for additional I'anungos 
in Oiidh. At the same time, certain revenues were abandoned in 
the North-Western Pi'ovinces.^ These concessions involved a loss 
to the imperial treasury, but as Baring told the Legislative 
Council in 1882 : ‘ It is the provincial Governments and not the 
Government of India who are brought into immediate contact with 
the people. * They supervise the whole of the administrative work 
of the country.* The results of these contracts can be seen from 
the following statement of the budget position between the years 
1882-3 and 1885-6. 

ANNUAL BUEULUSES AND DEFICITS 


Provinces 

1882-3 

* 1883-4 

1884-5 

1885-6 

Madras 

208,421 

10,820 

-87,284 

146,092 

Bombay ... ... 

-149,894 

-2,585 

6,006 

291,976 

Ben^sfal 

539,611 

146,027 

48,910 

20,777 

N.-W. ProYittces and Oudh ... 

281,222 

357,630 

. -69,276 

-180,060 

The Puniab 

-110,066 

-15.765 

-41,545 

42,447 

Central Provinces ... 

33,775 

76,212 

18,017 

22,080 

Assam 

13,887 

-5,216 

-40,577 

25.299 

Burma 

171,207 

i 

-90,080 

i 

-89,725 

nil 


During the period of five years the contracts were not to be 
modified, and the provincial Governments had full freedom to 
control expenditure and utilize any increase of revenue that took 
place in the meantime. But on the expiry of that period the 
terms of the contract were liable to revision according to the actual 
conditions of the province. Even in the provincial contracts of 
1882-3, which were drawn up in the liberal spirit of Eipon, the 
Government of India reserved to themselves the right of benefiting 


* Financial Statement, ISSM, 


* IbM, 
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by ‘ the increments of revenue which arose from the growing wealth 
and prosperity of the country Subsequently, the right was even 
more strictly laid down in connexion with the Bengal agreement. 

‘ The financial administration of India is necessarily a whole. 
For the sake of diminution of friction and other well-known objects 
the imperial Government delegates a share in the administration 
to local Governments.’ As the Government were making only a 
rough calculation of the revenue of the province, ‘ it cannot bind 
itself to this proportion for ever, because the calculation being 
rough is liable to be vitiated by unforeseen failure of resources 
or growth of charges whether in the share of financial administra- 
tion which it retains or in that which it delegates Therefore 
the Government insisted on periodical re-examination. This came 
somewhat like a reaction to Eipon’s liberal policy and as we shall 
see, this became a cause of friction and vraste in subsequent years. 

Another restriction was imposed in 1884 upon the financial 
freedom of provincial Governmenls. In the tlu’ee years preceding 
1884, these Governments had been spending the large balances 
that had accumulated during the Afghan War, when the Govern- 
ment of India had temporarily cheeked provincial expenditure. 
Moreover, the central Government had refunded to them the sum 
of Es. 690,000 contributed during the war. This abnormal 
expenditure alarmed the supreme Government, wdiich therefore 
adopted measures to prevent excessive fluctuations in the finances 
of local Governments. It was strictly laid down that the provinces 
should not exhaust their balances beyond a prescribed minimum. 

The spirit of the new system as initiated by Lord Eipon was 
generous and distinctly calculated to enlarge the powers of pro- 
vincial Governments; but in 'practice its liberal features w^ere 
whittled down to such an extent that the provinces before long 
found that although they had a greater field to administer there 
was not a corresponding increase in their financial powers. In 
India, to a greater extent than in any other country, executive 
rules and secretariat procedure often stood in the way of libera F 
measures being liberally applied. At any rate snch was the 
case when a benevolent Viceroy initiated some new policy or 
promulgated some law which had received faint support at home 
and little sympathy from the permanent staff of the Government 
of India, It is thus that many of Lord Eipon’s measures did not 
produce the expected results. The financial arrangement which 
he made between the central Government and the provinces was 
fair to both, but not much of its spirit remained after it was 
ground and put into shape in the official machine of the Calcutta 
Secretariat, 

r 

^ See also G-okiiale^s evidence before the Indian Expenditure Commission, IV, 

p. m. 

® Note by 0. Hope (Financial Secretary), 9 June 1882; also Baring’s 
Financial Statement for 1882‘8. 
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However, the first contract under the new system was, on the 
whole, a success. In 1885, Sir Anckland Colvin, Finance Member, 
claimed that by the new arrangements, ‘ friction was reduced to a 
minimum But the conditions soon changed, and when the 
contracts were revised in 1886-7, all the old ill-feeling seems to 
have revived with tenfold vigour. 


^ Financial Statement (1885-6), p. 77, Besides, duriug Eipon’s regime, imperial 
expenditure decreased and provincial expenditure increased slightly. See GoMiale’s 
evidence— Indian Expenditure Commission, vol. IV, p, 215. 



CHAPTEE XVIII 

LOCAL SELF-GOVERNMENT 

§1. Local Finance, 1874-85 

The period under review witnessed great progress in the sphere 
of local self-government. Local committees came into being 
throughout India, and they devoted their funds (mainly drawn 
from cesses) for education and minor public works. In provinces 
like Madras and Bombay, where local committees existed previ- 
ously, they made great advance. Municipalities also increased in 
number and usefulness and in many provinces the elective 
element became stronger. 

However, these new institutions did not meet with much active 
sympathy from distript officers in those days.^ As Ripon wrote 
to (Gladstone, this was really inherent in the Indian system of 
administration. * India is governed by a bureaucracy,’ wrote 
he, * which, though I sincerely believe it to be the best that the 
world has ever seen, has still the faults and the dangers which 
belong to every institution of that kind; among these faults is 
conspicuously a jealousy of allowing non-officials to interfere in 
any way whatever with any portion, however restricted, of the 
administration of the country.’^ Consequently, as he observed on 
another occasion, local bodies were ‘over-ridden and practically 
crushed by direct . . . official interference’. 

But the arrival of Ripon as Viceroy changed the situation. 
He is rightly called the ‘ Father of Local Self-Government ’ in 
India. A democrat by firm conviction, Ripon believed that effec- 
tive training in democratic methods could be given by means of 
local self-government. In one of his Resolutions''* he wrote : 

It is not primarily with a view to the improvement of admini- 
stration that this measure is put forward and supported. His 
Excellency in Council has himself no doubt that in course of time, 
as local knowledge and local interest are brought to bear more and 
more freely on local administration, improved efficiency will in fact 
follow. But starting there will doubtless be many failures calculated 
to discourage exaggerated hopes, and even in some cases to cast 
apparent discredit upon the practice of self-government itself. 

Lawrence, and even Mayo, considered devolution of powers on 
local self-governing institutions merelv as a means of tiding over 
financial stringency. But Ripon considered it as a means of giving 
political training to the people of the countl’y. Even at some 

^ litieien Wolf, Life of the First Marquis of Eipon, vol. A, p. 95. 

* ibid*, pp. 95-6, * B<3Bokition, 18 May 1881, par. 5, 
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expense to efficiency he wanted to teach them how to manage 
self-govemnient in the local sphere and thereby hoped to make 
them ultimately capable of controlling administration in wider 
and higher spheres. Yet he was not unmindful of the administra- 
tive advantage to the Government resulting from this development. 
In the Eesoliition^ already quoted he observed : 

The task of administering is yearly becoming more and more 
onerous as the country progresses in civilization and material pros- 
perity. . . , The cry is everywhere for increased establishments. . . . 
The universal complaint in all departments is that of over-work. 
Under the circumstances it becomes imperatively necessary to look 
round for some means of relief, and the Governor-General in Council 
has no hesitation in stating his conviction, that the only reasonable 
plan for the government, is to induce the people themselves to 
undertake, as far as may be (possible), the management of their own 
affairs, and to develop or create, it need be, a caipacity for self-help 
in respect of all matters tlial have not, for imperial reasons, to be 
retained in the hands of the representatives of government. 

Hence his insistence on the non-official members being in the 
majority in local bodies. 


§2. Fmn Promneial to Local Finance 

Eipon decided, soon after his arrival, to take another step 
forward on the path chalked out by Mayo. He was convinced 
that it was not sufficient to delegate financial powers to the pro- 
vincial Governments; to him it was equally necessary to make a 
similar transfer from the provincial Government to the local 
authority. What Mayo did for p 3 ;ovineial finance, Eipon did for 
local. This was the central idea of his famous Eesolution of 30 Sej)- 
tember 1881, which said : ' The provincial Governments while 
being largely endowed from imperial sources may well in their turn 
hand over to local self-government considerable revenues at present 
kept in their own hands, but similar in kind to many which have 
long been “ locally ** managed with success by committees, partly 
composed of non-official members and subject only to a general 
remedial control reserved to the State by the legislature. At the 
same time such items should generally be made local as the people 
are most likely to be able to understand the use of and to 
administer well.’^ 

However, it was not Eipon’s intention to increase the burdens 
of local authorities, and therefore care was taken to transfer 
revenues for meeting the new services to be entrusted to them. 
The revenues transferred should be such a character as to 
afford a reasonable prospeet tlmt by careful administration, 
with all the advantages due to local sympathy, experience and 

^ Resolution of May 1881. 

* Besointion on Tiocal Self-goyernmeat, No, 8858 of 80 September 1881, 
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watchfiilnesB, they will s<i increaRe as to afford the means of meet- 
ing any additional expenditure wliich may be rendered necessary by 
the growing wants of each locality 

The above proposals were given effect to on the occasion of 
the renewal of provincial contracts in 3882, While preparing for 
these contracts, the Government of India asked the provincial 
Governments to undertake a careful scrutiny of provincial, local 
and municipal accounts -with a view to ascertaining (1) what items 
of receipts and charges could be transferred from ‘ provincial ’ to 
‘ local ’ heads, for administration by committees comprising non- 
official, and, wherever possible, elected members; (2) what items 
already ‘ local h but not so administered, might suitably be so done; 
(3) what redistribution of items was desirable in order to lay on 
local and municipal bodies those services which were best under- 
stood and appreciated by the people; and (4) what measures 
legislative or otherwise ivere necessary to ensure more local self- 
government.^ ‘ Incidentally to the scrutiny,* he hoped ‘ that 
they would carefully consider ways of equalizing local and muni- 
cipal taxation throughout the Empire, checking severe or unsuit- 
able imposts, and favouring forms most in accordance with popular 
opinion or sentiment.**'^ At the same time the extension of the 
elected element in such bodies was to be considered. 

On 18 May 1882, a further Resolution was published in which 
the proposed lines for the introduction of local self-government 
were more definitely laid down. 

The policy thus indicated was accepted by the provincial 
Governments ‘ on the whole loyally and in some cases cordially 
The only serious opposition came from Bombay, which already 
possessed a fairly advanced system of local self-government, but 
that province also eventually came into line and * yielded with a 
very fair grace In his own Council, Ripon had a strong 
supporter in Baring, while the reception of the policy in the 
country was, as was to be expected, enthusiastic. 

As a result of his policy, Local Self-government Acts were 
passed by the majority of the provinces whereby rural boards 
were instituted, both in the district and in the taluk (or tahsil) 
on a more or less elective basis, with wider powers than the old 
district committees possessed, and both these local bodies were 
based on the village which had been from time immemorial the 
unit of administration in the country. These boards worked 
through committees and gave ample opportunities for the co-opera- 
tion of Government officers with local representatives. This subject 

does not fall within the scope of the present treatise. 

* 

* Iiefcter to fee Secretary to the G-overnment of Bengal, No. 8513 of 10 Oeto- 
bet 1881. 

* Besolntion on Docal Self-Government, No. 8353 of *80 September 1881. 

* ibM. 

IjBcien Wolf, Life of the Mnt Marquis of Ripon, voL*II, p. 97. 

* Bipon to l^imberley, 21 May 1883, <|Uoted by Wolf (ibid,), 
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It was Eipon’s fond hope that his scheme of local self-govern- 
ment * will relieve the provincial authorities from some portion of 
the ever-growing details of the work of administration, will tend 
to reconcile the public to the burden of local taxation, and will 
lead to the more extended employment of the natives of India 
in the administration of public affairs, while confen'ing on them 
higher powers of control over all expenditure on objects of local 
importance 

However, his expectations were not fulfilled to any great extent. 
Aliliough the provincial Governments tried to put his scheme into 
practice and the number of local bodies thus increased, the higher 
aims underlying the reforai were far from realised, owing to 
difficulties which were, at the time, insiirmouniable. 


§3. Some Statisties of Local Finance 

In 1882-3, there were 701 municipalities in British India 
(including the three presidency towns), and their total inconte 
came to £2, 527 ,042. The sources of income and the heads of 
expenditure are given below : 


Income 

£ 

Expenditure 


£ 

! 

Taxation — 


Establishments and collec- 
tion ... ... 

234,292 

Octroi 

745,746 

Vonservancy 

... 

353,598 

Assessed taxes 

198,167 

Police and registration 

... 

206,349 

Tax on houses and land. 

578,102 

Lighting and watering 


166,883 

Tax on vehicles, animals 
and ferries ... 

311,580 

Drainage 

Water works 


208,OG4 

268,390 

Total taxation ... 

1,833,595 

Medical 


109,607 

Loans etc. ' 

693,447 

Education 

Public works (roads etc.) 

... 

70,752 

687,632 


i 

1 

Interest on debt 

... 

101,607 

Total ... ' 

2,627,042 

Total 

• 

... 

2,436,574 


0 

4' 




^ Letter to the Sleretary to the 0ovemi»e»t of Beagal, Ho. B513 of 10 Octo- 
ber 1881, 
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The following table shows the municipal income in the dilterent 
provinces in 1884-5, classified under various heads : 


Province 

Total income 

Taxation 

G-overnraent 

Grants 

i 

Other heads 

Madras (excluding Madras 

city) 

Es. 

1,774,890 

Es, 

1,005,187 

Es. 

130,916 

Es. 

638,787 

Madras Corporation 

1,260,074 

3,224,814 

808,021 

103 911 

348,742 

Bombay 

2,313,048 

36,901 

874,865 

Bombay Corporation 

4,210,846 

' 3,014,801 

90,000 

1,106,545 

Bengal 

2,666,997 

1,947,411 

28,849 

689,737 

Calcutta Corporation 

6,662,786 

2,565,027 

15,304 

3,082,455 

United Provinces 

2,703,926 

[ 1,952,250 

105,975 

645,701 

Punjab 

2,792,902 

! 2,372,034 

29,148 

391,720 

Central Provinces 

1,094,820 

784,979 

17,546 

291,795 

Assam 

; 112,012 

i 

47,640 

21,682 

42,690 


PART V 


F1NAN('JAL POLICY, J 886-1904 




CllAPTBE XIX 


EINANCEB AND PUBLIC^ WOKKS IJNDEB FALLING 

EXCHANGE 

Growth of Ewpenditure 

After tlie (rovernnieni of India came mider the Crown, com- 
ploinis were repeatedly made that expenditure was growing’ too fast 
in India, that taxation was becoming hea\y and that the burden 
of debt was increasing. In tlie days of tiie (^oinpany there were 
searching iiR|Ui!*ies inlo the finances of India at the periodical 
renewals of tlie Bo>al Charter. But after tlie transfer, there 
was no such ocaaision for incpiiry. According to Fawt'eit, ‘ inan> 
safeguards foi ec-onoiu} were swept away and tlie substitutes 
which took their place have proved to be comparatively in- 
effectiA^e’C Large powers of control were vested in the Secretary 
of State, and the India Council was supposed to exercise a strict 
watch over the financial administration of India. But, for many 
reasons, this control was not always etiective. Dijfferences of 
opinion arose among the highest authorities about the exact 
powers of the India Council, and in the result, the interests of 
India were sometimes ‘ sacrificed to the exigencies of political 
parties in England ’E 

However, there liave always been persons in Parliament who 
took a keen interest in Indian affSirs, and owing to pressure from 
them, several inquiries were conducted by Parliament from time 
to time. The first of tliese was by a select committee appointed 
by Mr Gladstone in J871, as a result of complaints about the 
iiicj’ease of taxation and expenditure in India. Mr Fawcett and 
Mr (later Hir) M. B. Graut-Diiir were members of this committee.’^ 
Llic committee was first concerned with the qiiestiou of the perma- 
nent settlement and soon came to the conclusion that it should not 
be extended to other parts of India. It also took up questions of 
provincial and local taxation and increase of expenditure. Lord 
Ijawrence, Bamiiel Lamg, Trevelyan, Massey, Jiichatd Strachey 
and several others who held important positions in India gave 
evidence before the committee. After sitting for four years, the 
committee was dissolved and it made no final recommendations. 
However, its minutes of evidence weKe published in four large 

* Indim} Pmmwe (ISW), 5. 

® Sir Alexander Arbuthiioi’s minute of dissent. Bee Parliamentary Paper, 060 
of 1879. 

* 0rant-Duf^ afterwards became Governor of Madras (1881-6). 
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volumes, and tliey contain valuab^ information about the admini- 
stration and iinances of India at ihe time.^ 

Fawcett kept up his interest in Indian affia-irs and, largely 
through bis speeches in the House of Commons and his articles 
in the Nimteenih Centnnj during 1879, the sense of responsibility 
of the House of Commons was again awakened/*^ In 1880 Staiiliope 
made certain criticisms in Parliament about the financial admini- 
stration of India, ^ and this gave rise to a prolonged correspondence 
between the Government of India and the Secretary of State', 
which was published as a Parliamentary Paper in 1885. 

The next important inquiry was made in 1895-1900 by the 
Royal Coinniibsion on Indian Expenditure, which was appointed 
by Mr Gladstone, as a result of the financial stringency during 
the period 1890-4. Lord Welby was the President, luid the 
Hon. G. N. (later Marquess) Curzon, Sir William Wedderburn, 
W. S. Caine and Dadabliai Naoroji were members. The Com- 
mission, after a prolonged deliberation, reported in 1900,*'^ but little 
came out of it. 

§2. Increase of Erpenditme between 1861 und 1885 

It cannot be said that any substantial increase in expenditure 
took place between 1861 and 1885. Owing to changes in the 
method of accounting, an accurate comparison is difficult. How- 
ever, there is adequate material for a general comparison. The 
following table will explain itself,^ 


— 

1861-2 

Avorags of 
1888-4, 1884-5 

s 

1 4“ Increase or 

— decrease 

Defence and foreign affairs ... 

Bs. 

16.56,70,000 

Rs. 

19,16,80,000 

Rs. 

-f 2, 60, 10, 000 

Civil administration (including 
works charged to revenue) ... 

13,08,80,000 1 

18,84,20,000 

4*6,76,40,000 

Debt charges 

! 6,09,60,000 

3,78,80,000 

1 -1,30,80,000 

Total ... 

34,74,10,000 

41,78,80,000 

Net increase 
-t-7, 04, 70,000 


The increased expenditure of about Es. 7 crores was chiefly met 
by the normal increase in the old revenues and not, to any great 
extent, by new taxation. Of the taxes imposed for rectifying the 
financial stringency resulting from the Mutiny, income-tax was 

^ Vols. I (1871), 11 (1872), in (1873), IV {187d), index volume (1874). 

* Mr laboiir leader, also published articles in the Ntnete$nih 

entitled ' Bankruptcy of India *. 

» Bernard, voL 249 (1888), p. 264. 

* Parliamentary Paper, C352 dated 13 August 1880. 

* Beport, Od. 131 of 1900 (one volume) and Minutes of Evidences (3 volumes). 

* of the Boyd Commission on Indtm Baspenditure (1900), p, 40. 
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ibe most important. J3iit it was abandoned in 1873. Of the 
older taxes customs duties were given np, except in the ease of 
spirits and a few exports. Salt duties stood in 1884 at nearly 
the same level as before the Llutiny. Thus the revenue remitted 
during the period came to a total of Its. 5,37,70,000. 

But in the meantime, some new taxes had been imposed, 
namely provincial rates and a licence duty; and the rates of the 
stamp duty and the excise duty had been increased. These 
produced about Es. 5*2 crores in the years 1883-4 and 1884-5 
(average), made up as follows: provincial rates Es. 2,77,40,000, 
licence duty Es. 49,00,000, stamp duty Es. 1,24,00,000, and excise 
Rs. 70,00,(JU0 (average of the years 1883-4 and 1884-6). 

Therefore the increase of revenue during the period was 
chiefly due to the elasticity ol the existing revenues. ' The land 
revenue increased from Es. 19m crores in 1801 to Es. 22*3 crores 
in 1 883-4 R 


^3. Increase of E^vpanditare^ 1H86-1900 

x-\fter 1886, tliere was a rapid increase of expenditure both 
military and civil. In 1884, the total expenditure of India was 
Es. 71 crores. From that date tlie expenditxme went on increas- 
ing, and amounted to Es. 110*4 crores in 1900, The causes of 
the increase were chiefly (1) increased expenditure on defence and 
(2) loss by exchange. 

During the period, 1886-1900, the expenditure on defence 
increased from Es. 21*6 crores to Es. 24*6 crores, and by 1905 it 
had risen to Es. 31*5 crores. This increase was chiefly due to 
the feverish activity on the North-West Frontier. The fear of a 
Jtussian advance into Afghanistan had been growing for some years 
and the Penjdeh incident (1885) greatly enhanced that fear. The 
Kiisftian General Ivomarofi attacked some Afghans at Penjdeh, an 
important post on the route to Herat. This created great excite- 
ment ill India. The Indian army was immediately strengthened 
by the addition of 10,753 Europeans and 19,220 Indian soldiers 
(1886). Eoads and railways were constructed on the frontier and 
fortifications erected on a large scale. This involved the pacifica- 
tion of the suspicious nomadic tribes on the frontier and an in- 
creased subsidy to the Afghan Amir. The war in Upper Burma 
added to the growing outlay on defence. 

When the number of soldieivs was increased, large numbers 
of horses were required; clothing and medical supplies had to 
be increased; ordnance factories, depots and arsenals had to be 
enlarged; and a greater number of traiisport animals, carts and 
gear had to be maintained. ^ ^ 

In the meantime the nipee exchange had been declining fast. 
From 1^. 7|d. in 1884-6 it fell to is. in 1893-4 and to 


¥ 
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1^. Id. in 1894. With every fall in exchange there was a corres- 
ponding increase in the bm^den of the home charges. From Es. 4-3 
crores in 1885 the loss by exchange on these chai'ges rose to Es. 15 
crores in 1894. When the exchange began to depreciate, the 
British officers in India, both military and civil, found their sterling 
income rapidly diminishing and their remittances to their families 
ill England dwindling in value. There was a universal demand 
for relief. Many of the officials were under the necessity of 
remitting a considerable portion of their income to Britain for the 
support of their families and the education of their children. They 
therefore claimed an ‘ exchange compensation allowance ’ , and this 
was granted, in respect of a part of their salaries, from 1893. 
The pay of the British soldiers in India was fixed in sterling and 
was paid in India at a rate much lower than the assumed rate 
of exchange. All these concessions involved a large increase in 
expenditure. It also became extremely diiiicult to make budget 
estimates. Successive financial statements repeated the tale of 
woe and for sdme years this became the chief point of discussion 
at the budget sessions of the Imperial Legislative Council. ‘ The 
uncertainty in respect of silver’, said Sir Auckland Colvin, 

‘ entirely neutralizes the most carefully formed forecast of the 
future and renders the task of budget-making in India almost 
illusory. The surplus or the equilibrium existing at the hour at 
which the statement is written may be timned into deficit before 
it sees light and nothing that the Government of India can do 
of its own authority will, in the slightest degree, affect the result 
Thus the budget became a gamble in exchanges. The extra 
expenditure in rupees due to the actual rate of exchange being- 
less than the former rate of 2^. 40 the rupee is given below : 


Year 

Bate 
assumed 
in the 
budget 
per Bupee 

Average 
rate 
realized 
by the 
Secretary 
of State 

Total 

extra 

charge 

involved 

Year 

Bate 
assumed 
in the 
budget 
per Bupee 

Average 
rate 
realized 
by the 
Sec’retary 
of State 

Total 

extra 

charge 

involved 



d. 

s, d. 

Bs. Crores 



d. 

s. 

d. 

Es. Crores 

1872 ... 

1 IIU 

1 10*7 

•7 

1886 ... 

1 

6 

1 

5*4 

6*6 

187S ... 

1 10-6 

: 10-8 

•9 

1887 ... 

1 

5-5 

1 

4*8 

6*1 

1874 ... 

1 10-3 

1 10*1 

1*0 

1888 ... 

1 

4*9 

1 

4*3 

6*4 

187S ... 1 

1 

9*8 

1 9*6 

1*4 

1889 ... 

1 

4*3 

1 

4-6 

6*7 

1876 ... 

1 

8-5 

1 8*5 

2*5 

1890 ... 

1 

4*6 

1 

6 

6*6 

1877 ... 

1 

9*2 

1 8*7 

2*3 

1891 ... 

1 

6-2 

1 

4*7 

7*2 

1878 ... 

1 

B-4 

1 7*7 

3*1 

1892 ... 

1 

4 

1 

2-9 

10*8 

1879 ... 

1 

6*9 

1 7*9 

2*9 

1893 ... 

1 

2*7 

1 

2*6 

11*2 

1880 ... 

1 

8 

1 7*9 

23 

1894 ... 

i 

2 

1 

1*1 

16 

1881 ... 

1 

8 

1 7*8 

"2*5 

1896 ... 

1 

1 

1 

1*6 

14 

1882 ... 

1 


i 1 7*6 

3*1 

1896 ... 

1 

1-7 

1 

2*4 

12*1 

laaa ... 

1 

7*6 

1 7*6 

3*4 

1897 

1 

2*4 

1 1 

3*8 

10*6 

1884 ... 

1 

7*6 

^ 1 7*3 

3*5 

1898 . . 

1 

3‘U 

^ 1 

3*9 

9*3 

1886 ... 

1 

7 

1 6*2 

4*3 








^ Mfimcial Statement (1886), p. 12. 
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§4. Increased Taxation 

The sudden increase of expenditure caused by the foregoing- 
circumstances was a great strain on the Government’s finances. 
In 1882, revenue resources amounting to over T3 millions were 
given up by the abolition of the customs duties and the patwari 
cess, and by the reduction of the salt duty. Even then, the year 
1882-3 closed with a surplus of ±'700,000 and the year following 
had a siu-plus of ±1,387,496. Erom 1884-5, deficits reappeared 
and the finances continued in a bad state till 1889-90. 


Year 

Kel Eovcniie 

Expenditure 

Borpliia or 
jDelieit 

i88d-l5 

£■ 

11,521,367 

£ 

41,907,813 

£ 

-386,446 

1885-G 

42,637,047 

45,438,773 

-2,801,726 

1880-7 

44,735,940 

44,557,613 

+178,427 

1887-8 

45,342,843 

47,371,675 

-2,028,832 

1888-9 

46,482,865 

46,445,847 . 

+37,018 


In these circumstances, the Govei'nment was forced to impose 
new taxation. Customs duties were still considered a very objec- 
tionable mode of raising revenue and therefore direct taxation had 
to be resorted to. The hcence tax was already an income-tax 
on certain classes, and even after raising the taxable minimum, it 
still pressed too heavily on the smaller incomes and too lightly on 
the higher. The ofBcial and professional classes paid hardly any- 
thing in the form of direct taxes. These defects were openly 
acknowledged by the Viceroy, Lord Dufferin, and by Sir Auckland 
Colvin, who was Finance Member from 1883 to 1887. In 1886, 
the Viceroy reminded the Legislative Council that most of the 
gentlemen present, especially lawyers and liigh Government 
officials, were free from all dmect taxation. He admitted that 
that was true of himself and other members of his Government. 

‘ There is not one of us ’ , he said, ‘ who pays any really 
serious sum from his income into the Imperial exchequer.’^ It 
was thei’efore decided to impose an income-tax and a bill was 
pushed through the Council in 1886 (Act II). Incomes below 
lis. 600 were exempted from the tax. All taxable incomes were 
divided into four classes : (1) salaries, annuities and pensions, 

(2) company profits, (3) interest on securities and (4) other sources. 
Incomes from agricultural lands and from property used for 
religious or charitable purposes were exempted from the tax and 
this was the chief innovation in the new income-tax. The profits 
derived by municipalities frdm commercial undertakings were also 
exempted. In fact, “the new tax was a licence tax and an income- 
tax rolled into o^e, or an income-tax superimposed on the old 

^ Legwlatim Omncil 4 January 1886» 
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licence tax. As the Viceroy pnt it : ‘ the licence tax is a one- 
storied house, and on the top of it, we are putting a second storey, 
but the order of architecture in both will be the same’.^ 

Nor was this income-tax imposed for a limited period, as 
were its forbears. The Finance Member was pressed for a pledge 
restricting- the dm-ation of the tax, but he cautiously avoided giving 
it, and added : ‘ Prudence is to a Financial Member what modesty 
is to a woman, and if he once throws it aside he must expect 
to descend to that fallen class from wdiom nothing more may be 
hoped for.’ The non-official Europeans who had hitherto led the 
opposition to the income-tax were this time very moderate 
in their criticism; yet Kipling in his Departmental Ditties has 
represented Colvin as Rnpaiyat of Oniarkalvin, plying the begging 
bowl among his European countrymeti. Mr Mandlik was sur- 
prised that, rather than reimpose the cotton duty, the Government 
had decided to impose an income-tax which was bound to press 
hard on the honest and lead to demoralization. Mr P. M. Mukherji 
suggested an amendment, raising the taxable minimum to 
Es. 1,000, but it was rejected. Mr (later Sir) William Hunter 
wished that payments for hfe insurance or deferred annuities 
should be deducted from the taxable income, and this was agreed 
to. The net proceeds of the income-tax came to Es. 1,27,75,100. 
This was Es. SO^- lakhs more than the yield of the hcence tax. 
In all, 300,000 persons throughout British India were assessed to 
the income-tax. Salaries conti-ibuted 80 per cent, of the total. 
The provisions of the tax as laid down in 1886 were in force 
without much modification till 1914. 

In 1887, the salt duty was raised by executive oj'der from 
Es. 2 to Es. 2-8 in India and i'roui 3 annas to Ee. 1 in Bmma. 
Mr Westland, the Finance Member, did not expect any curtail- 
ment of consumption by the increase of duty. Objection was 
raised in the Legislative Council against Ihe sudden increase of 
the salt tax by executive order, and Westland perliuently rephed 
that ‘ it is always advisable, in the case of the imposition of new 
tariff duties, that the new measures should be taken suddenly 
and at once, so that all persons may, as far as possible, be placed 
upon a precisely equal footing In 1888-9 there was a diminution 
in the quantity of salt on which duty was paid, but in the 
following year consumption increased. 

§5. Currency Difficulties 

In the early ’nineties there was a sudden fall of the rupee 
exchange. The finances of the Government of India again became 
dislocated and deficits were piled up^ year after year. For some 
time, the Sherman Act of the United States", which required the 

^ Legkhtive Cotmcil Proceedings, 4 Jannary 1886. 

* h^^isUUve Council Proceedings ^ 27 January 1888, 
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Government of that country to purchase annually 54 million 
ounces of silver, prevented a rapid fall in the price of silver; 
but in 1892, when that Government decided to repeal the Sherman 
Act, the bottom dropped out of the silver market and there was a 
sudden slump. The exchange value of the rupee also fell. 

The results of the fall in the exchange, both on public and on 
private finances, were disastrous. In 1892-3, a surplus was antici- 
pated, but a fall of one penny in the exchange rate brought about 
a deficit of Es. 1*6 crores. Sir David Barbour, Finance Member, 
said in 1893 : ' Our financial position for the coming year is at 
the mercy of exchange and of those who have it in their power 
io affect in any way the price of silver. Tf we budget for the 
present deficit of Ex. 1, 595,1 00 ‘ and exchange rises one penny 
we shall have a surplus; if it falls a penny we sliall have a deficit 
of more than 3 (nures; if we impose taxation io the extent of 
L] crores, a turn of (he whed may rerinire us to impose further 
taxation of not less magnitude; another turn and we may find that 
no taxation at all was required. It 'was not budgeting, but 
gambling. 

The fall in exdiange meant additional taxation and such taxa- 
tion was not distributed equitably. Nay, all taxation became 
inequitable in such circumstances. Those who paid land revenue 
under the permanent settlement were let off lightly, while those 
whose land had been lately resettled had to bear a much larger 
burden. The debtor-creditor problem also became more compli- 
cated, and a redistribution of wealth took place. 

The fall of exchange also greatly checked the investment of 
British capital in India. The capitalist abroad would expect to 
have a reasonable dividend on hi** investments in India, but with 
a falling rupee the gold value of the dividend was bound to fall. 
This was one of the causes of the slow progress of railway con- 
struction during the period. 

Not only investors in Indian securities, but all the Europeans 
who received their income in rupees lost by the falling exchange. 
That part of their earnings wddeh salaried persons in India remit- 
ted to their families in Fmgland eontracied in value. 

The Government of India had long been aware of these evils. 
Proposals for the adoption of a gold standard were made as early 
as 1864 by General Mansfield and they were supported by two 
Finance Members, Massey and Temple, and by the European 
Chambers of Commerce in the country. But the Government were 
feeling their way and were afraid that the hasty adoption of the 
gold standard wmuld be a leap in the dark. After the rupee 
exchange began to fall, the Governmmit of India became more 
convinced of the need for a 'gold standard in some fofm. In 1878, 
the Government pfoposed the adoption of a gold standard, * with 


» Bx. =r Ba. 10, 


^ finmmt BtaUwnt (189^), p. 
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silver coinage as the principal element in onr currency and with a 
very limited gold coinage or without a legal tender gold coinage at 
all \ In fact, this was the precursor of the gold exchange stan- 
dard. But this proiX)sal was turned down by the Home Govern- 
ment. The idea of international bimetallism was then gaining 
ground and between 1867 and 1899 four international monetary 
conferences were held for solving the currency problem. After 
1880, the Government of India gave full support to international 
bimetallism and hoped that it would rehabilitate silver in the 
currency system of the world; but, one after another, the confer- 
ences broke up without any settlement. 

The position became much worse after 1890, and the Govern- 
ment of India had to take urgent action to remedy the situation. 
The Government proposed to the Secretary of State that the Indian 
mints should be closed to the free coinage of silver as a preparation 
for the adoption of a gold standard. The result was the appoint- 
ment of the Herschell Committee in 1892. Lord Herschell had 
behind him the experience of the Gold and Silver Commission 
of 1888, of which he was President. Among the members were 
General R. Strachey, who had an intimate knowledge of the 
finances of India, and Sir Thomas Farrar, who had served on the 
Gold and Silver Commission of 1888. The Government of India 
placed before the Committee an able memorandum based on the 
views of Sir David Barbour.^ The principal suggestion of the 
Government was the stopping of the free coinage of silver, to be 
followed, after an interval, by the opening of the mints to the free 
coinage of gold, the interval to be utilized in studying the effect of 
the closing of the mints on the value of the rupee. ^ The Com- 
mittee accepted this suggestion. It was clear to them that bimetal- 
lism was out of the question; yet the complete demonetization of 
silver and the establishment of a gold standard did not seem 
advisable as an immediate step. In the result, the Committee 
recommended the closing of the mints and the continuance of the 
rupee as unlimited legal tender.^ The Government accepted this 
recommendation, and in the same year amended the Coinage Act 
of 1870 and the Indian Paper Currency Act of 1882, in such a 
manner as to provide for the immediate closing of the Indian mints 
to the free coinage of silver. At the same time, it was notified 

(1) that rupees would be given in exchange for gold coin and bullion 
presented at the Indian mints at the rate of Is. id. to the rupee, 

(2) that sovereigns and half-sovereigns would be received in pay- 
ment of public dues, and (3) that currency notes would be issued 
from the Paper CuiTency Office in exchange for gold coin or 
bullion. For the time being, the goal aimed at was the gold 


* Barbour was Member of tbe Boyal Commission on Gold and Silver (1886). 
In 1888, be became Finance Member. 

* d*. C. Coyajee, The Indim Gufrency System, p. 79. •• 

* Hetsphell Report (1893), p. §1, 
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standard in some form, but various circumstances, as we shall 
presently see, led to the evolution of what came to be called ‘ the 
Gold Exchange Standard \ 

§6. Cn^toms Duties Again 

However, the closing of the mints did not immediately improve 
the finances of the Government, In 1894, the Government were 
faced with a deficit of Es. S} crores. The Herschell Committee 
recognized the need for fresh taxation in order to make up for the 
loss by exchange. ‘ Of all the suggested methods of adding to the 
revenue it said, ‘ the reimposition of import duties would, accord- 
ing to the evidence before us, excite the least opix)sition; indeed, it 
is said that it would even be popular’.^ The Government there- 
fore propohed to impose a general tariff at the rate of 5 per cent, 
on all imports, but the Secretary of State struck off cotton yarn and 
cotton fabrics from the list, although six members of the India 
Council, including Sir A. Arbuthnot and Sir A. C. Lyall, dissented. 
In the Imperial Legislative Council also, several non-officials, both 
Europeans and Indians, stoutly opposed the measure. The new 
duties brought in only Es. 11 lakhs. 

The financial stringency continued in spite of the additional 
taxation and the Government of India wanted to go further. The 
Secretary of State insisted that, if cotton yarns and piecegoods were 
to be included in the tariff, their inclusion must be accompanied 
by a countervailing excise duty on cotton goods made within the 
the country.® As the Government of India were in urgent 
need of additional funds, they agreed to an excise duty on 
cotton yarn made in Indian mills^ Thus in 1895, import duties 
were imposed at the rate of 6 per cent, on all cotton piecegoods 
and cotton yarn (above 20’s) and along with that, a 3| per cent, 
excise duty was imposed. There was stout opposition to the excise 
duty in the Imperial Legislative Council. It was admitted by 
the Finance Member, Mr Westland, that ‘of the cotton maiiii- 
factiires of India, (piite 94 per cent, is absolutely outside the 
range of any competition with Manchester, being the coarser 
quality of goods (24’s and under) which Manchester cannot pretend 
to supply so cheaply as India ’ ; and ‘ Manchester has an absolute 
monopoly to the finer qualities of goods’;® and that of goods of 
the counts 26 and over, India can produce them under difficulties 
and in small quantities.’'^ Therefore only 6 per cent, of the Indian 
mill products were able to compete with Manchester goods and 
the excise duty raised a storm of protest not only in India but in 
England. The newly established National Congress found this a 

• • 

^ Herschell Committee Report (1893), par. 89. 

® Dispatch to India dated 31st May 1894. 

® Parliameiftary Paper C. 7602 of 1896, pp. 11-12. 

* See Legislati'0© Council Proceedings^ 1896 (passim). 
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fit subject for its aunual resolutions. The revenue from the cotton 
duties was about Es. 3 crores. 

On further repreKsentation from the Manchester manufacturers 
in 1896, the import duty was lowered to 3| per cent, and the 
duty was made leviable on all counts. In the same year, the 
countervailing excise duty was extended to cotton goods of all 
counts manufactured in Indian mills. This change wuas carried 
out at a sacrifice of Es. *51 lakhs of revenue in a year of faming 
and deficit. 

Erom 1890, bounty-fed sugar from Austria and Germany 
invaded the Indian market, and to check those imports, the Tariff 
x\ct of 1902 imposed a counteiwailing duty on imported sugar, but 
it was snbsecjuenily abolished. 

§ 7 . The Gold Exchange Standard 

Although the mints were closed in 1893 to the free coinage 
of silver, nothing was done to make gold coin legal tender. It 
was expected that the closing of the mints would force up the 
exchange value of the rupee and that a rising exchange would 
encourage the import of foreign capital into the country. This 
expectation was not immediately fulfilled. The repeal of the 
Sherman Act in the United States, coming soon after the closing 
of the Indian mints, depressed the gold price of silver, and silver 
bullion poured into the country. The rate of exchange therefore 
declined to about Is. Id. in 1894 - 5 . But soon the tide turned 
and by 1897 the exchange rale rose to Is. M. and to Is. 3|d. 
in 1898, although in the meantime, the bullion value of the rupee 
had fallen to lOrf.^ This was a great convenience to the Govern- 
ment in regard to its sterling remittances, but the commercial 
community was hit by the closing of the mints and the temporary 
suspension of the sale of Council Bills. A great monetary strin- 
gency developed and discount rates rose to high levels. The 
Government therefore felt the necessity for a final settlement in 
regard to the currency svstem of the country. With this aim in 
view, the Fowler Committee was appointed in 1898. 

The deliberations of the Fowler Committee attracted much 
attention. Well-known economists like Professor Marshall and Sir 
Eobert Giffen gave evidence before it, and the schemes submitted 
by Lindsay, Probyn, Eaphael and Daiwin were remarkable for 
their originality and insight.^ The schemes of Lindsay and Probyn 
contain the first clear exposition of the gold exchange standard 
system which was eventually adopted in the country. 

The Government of India had already given up its faith in 
international d)imetallism and had become convinced that some kind 

ff 

* Barbonr, The Standard of Value, pp. 207-8. 

® liiiidsay was Deputy Secretary and Treasurer of tbe'^Banli: of Bengal and 
Probyn was a retired Acconntant-G-enaral of Madras, 
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of ^>old standard was inevitable. Sir David Barbour, a member 
of the Fowler Committee, was long a keen supporter of international 
bimetallism and his successor a>s Finance Member, Sir James 
Westland was formerly an ardent advocate of the silver standard. 
But both of them accepted the fait accompli. The Government 
stoutly opposed those who suggested the reopening of the 
mints. ‘In our opinion’, they said, ‘the »silver standard is now 
a question of the pa*st. ft is a case of vestigia 7mlh fetrorsum. 
The only (piestion before us is how best to attain the gold 
standard? ’ But tlie gold standard they favoured was not the full- 
fledged gold standard, but a modified one. It was a gold standard 
so fai‘ as foreign dealings were (‘on(*erned and not in regard to 
internal cnrrenc}^ 

fllie Committee agreed that the mints should not be opened 
to the free coinage of silver. It also recommended that India 
should have a gold standard but a gold currency was only to be 
attained by siK*cessive stages, ‘ as there was little or no likelihood, 
even according to the most sanguine view, that for a long time 
to come, gold coins, even if declared legal tender forthwith, would 
find their way to any great extent into general cmeulation \ ^ 
Howevejg it recommejided that the Indian mints should be opened 
to the free coinage of gold. The rate of exchange of the rupee 
was to be fixed at Is. 4(1. Not the least important of the Com- 
mittee’s recommendations was that the profits made by the coinage 
of new rupees should be used to form a gold fund, in order that 
the convertibility of rupees into sovereigns might be secured. 
Most of the above recommendations were soon put into effect. 
Free coinage of silver was finally abandoned and gold coins were 
made legal tender by the Indiai> Coinage and Paper Currency 
Act of 1899. The sovereign and the half-sovereign were made 
legal tender for Es. 15 and Rs. 7.] respectively, but the efforts to 
coin gold in India and to put gold into circulation were unsuccessful. 
The gold coins put into circulation soon found their way to the 
treasuries. But the coinage of silver was pushed on effectively 
and a large gold standard reserve was built up.^ 

Thus the rupee was stabilized at Is. id. The system of a gold 
exchange standard which thus developed veas subsequently copied 
by several foreign countries, 

§8. Improvement of Finances 

With the stabilization of exchange, a period of financial pros- 
perity dawned for India. In spite of the famines of 1896-7 and 
1899-1900, which cost the Government* Rs. 7 crores and Es. 9 
crores respectively, ^by way* of direct relief, the years 1898-9 to 

^ Fowler Commilfee Report (1898), par. 60. 

* a. G. Coyagee, lidim Cnfrency Byetem, pp, 12642; alBo Cambridqe History 
of India, vol, YI, pp. 328-5, ’ ^ 
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1901-2 showed appreciable surpluses and this improved state of 
affairs continued for some years. 


Year 

Eevenne 

Expenditure 

Surplus 
or Deficit 

1897-8 

Bs. (crores) 
96*4 

Es. (crores) 
101-8 

Es. (crores) 
-5-4 

1898-9 

101*4 

97-5 

+8-9 

1899-1900 

102-9 

98-8 

+4-1 

1900-1 

112-8 

110-4 

-1-2-4 

1901-9 

114-4 

107-1 

+7-3 

1902-3 

116-1 

111-4 

+4-7 

1903-4 

125-5 

121-0 

+4-5 

1904-5 

127-2 

121*9 

+6-8 


The reduction of expenditure in the years 1899-1900 to 1902-3 
was also due to a large saving in military chargee, resulting 
from the withdrawal of Indian troops from South Africa and 
China. 

Owing to the improvement in the finances, it was possible for 
the Government to give liberal remissions of taxation. In 1903-4, 
the salt tax was reduced from Es. 2} to Es. 2 per maund, and the 
taxable minimum under income-tax was raised to Es. 1,000 per 
annum. In this way revenue amounting to Es. 1*8 crores was 
surrendered. In addition, the Government also remitted two crores 
of arrears of land revenue owing to famine, and made large grants 
to the provincial Governments for education, public works, and 
medical aid. In spite of these liberal remissions and grants, there 
were considerable surpluses in those years, and in 1905-6, the salt 
lax was further reduced to EsllJ per maund, the famine cesses 
imposed in 1877-8 were remitted, and larger grants were made 
to provincial Governments for education, police and agricultural 
improvements. 


§9. Progress of Public Works, 1886-1901 


Eailways 

Although the Parliamentary Committee of 1884 recommended 
larger borrowings for public works and the Secretary of State 
raised the limit to Rs. 3| crores annually, the continued fall of 
tlie rupee exchange and the increased outlay on military equipment 
upset that programme. A large proportion of the allotment was 
used for the construction of strategic railways on the North-West 
Frontier. It was also decided in 1884 that the programmes of 
railway expenditure must be drawn Up beforehand for a number 
of years. The first triennial programme was fdr borrowing Es. 8J 
crores annually A second programme for the sg^me annual outlay 
was drawn up in 1889 and to this was added the available grant 
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from the famine insurance fund.^ In 1896-6 another programme 
was drawn up for 29-66 crores, but it had to be curtailed owing 
to famine and the frontier expedition. The programme of 1899-1900 
was for Es. 22-33 crores. This forecast had to be modified, as 
there was a growing need for capital expenditni-e on open lines. 
An inquiry into the railways was carried out by Mr T. Eobertson 
in 1901-3. 

The following table indicates the financial results up to 1901 : 



Total 

Mileage 

Total 

Outlay 

Gross 

Earnings 

Working 

expenses 

Expenses 
as percentage 
of gross 
earnings 

Gain 
or loss 

1801 ... 

1,587 

(crores) 

81 

(lakhs) 

1 99 

(lakhs) 

58 

59 

(lakhs) 

1871 ... 

5,072 

90 

6,59 

3,68 

55 

-39 

1881 ... 

9,890 

1,41 

14,32 

7,07 

49 

1891 ... 

17,808 

2,21 

24,04 

11,30 

47 

-2 

1901 ... 

25,363 

3,39 

33,60 

1 15,72 

47 

+1,15 


Until 1900, the financial results of Indian railways were rather 
poor. This was partly due to heavy expenditure on strategic lines 
and the slow progress of railway trafiic; but we have to remember 
that in the calculation of the net gains were included the 
payment made in the form of terminable annuities to the 
guaranteed companies whose lines were purchased by the Govern- 
ment, and this was not a necessary charge on the income of the 
other railways. In any case, railways became a very profitable 
asset after 1900 and contributed „ substantially to the general 
revenues. 

Irrigation Works 

The outlay on irrigation works was even more parsimonious, 
in spite of the excellent financial results obtained from the older 
works. Till 1893, a fixed annual allotment of Es. 55 lakhs was 
made for capital works, but in that year, it was increased to 
Es. 75 lakhs (except in famine years), and in 1899-1900 to 85 lakhs. 

It was perhaps in the Punjab that the forward irrigation policy 
was most fully put into effect. The Lower Chenab Canal, 
which was originally intended as an inundation canal, was 
eventually turned into a perennial one and its banks, hitherto a 
waste, were turned into a flourishing colony by 1891, with large 
towns like Lyallpur and extensive wheat lands laid out in the 
most scientific manner. ‘ 

^ I’rom 1885-6, a gro’pglng share of the famine grant was used for railways 
tinder revenue account. For the 15 years from 1881-2, Bs. 3* 21 crores were thus 
used. Biiring the same period, Bs. 6 crores were spent from that grant for railways 
coming nnder Famine Emief and Inanranoe. Pamine (/ommisshn Beport (1898), 
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A word may be said here about the financial classification of 
irrigation works at the time under survey. It included all canals 
for irrigation and navigation and was divided into two main 
classes — ' major works ' and ‘ minor works k Major works includ- 
ed ‘ productive ’ and ‘ protective ’ works. Most of the major works 
in northern India were river works or canals, but in Madras and 
Bombay Deccan, tJjere were also purely storage works and some 
canals (like Beriyar) with which laige storage works were combined. 
The distinction between ‘ productive ’ and ‘ protective ’ works 
ceased to Iiave any meaning. Some works classed as ‘ productive ’ 
later became a burden on revenue, and others (e.g. Sw^at Eiver 
Canal) wiiich were first classed as ‘ protective ’ eventually became 
highly j-emunerative.^ Minor works were not necessarily of small 
importance. Borne of them were of large size and were highly remu- 
nerative. A great many of the minor woi*ks were of pre-British 
origin but improved by the Government, and others were con- 
structed piecemeal. The chief difference between these classes of 
works was that the ‘ pioductive ’ works were financed by loans, 
‘ protective ’ works from the famine insurance grant and ‘ minor * 
works from current revenue. Up to 1902-3, the total capital outlay 
on all tliese works came to Rs. 43 crores, and the area irrigated was 
about 14 million acres. The Irrigation Commission of 1902 passed 
in review the whole progress and estimated the financial and other 
results. 

In 1900-1 the areas irrigated in the various provinces were 
as follows : 


Frounce 

•r 

Maior woiks 
{productive and 
protective) 

Minor works 
for \\ Inch 
capital accounts 
are kept 

Other 

minor 

works 

Total 


Acres 

Acres 

Acres 

Acres 

Punjab 

46,42,852 

6,02,189 

7,07,626 

69,62,566 

Bind 

9,63,434 

8,82,966 ) 






12,97,868 

32,66,162 

Bombay ... ...■ 

84,472 

39,922 J 



Madras 

29,16,271 

6,11,603 1 

31,73,250 

66,00,124 

Bengal 

7,16,271 


28,619 ; 

7,44,890 

United Provinces 

16,88,091 

1,13,798 

... 

20,01,884 

Bnrma ..T 

... 


6,76,936 

6,76,936 


Befoit of the Indian Iffigation Commismn (1902-S), p. 7^. 
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In the following table are given the financial resulis attained 
on the Major Works during the yeai* 1 900-01 d 


i 

Province 

Number of 
works 

Capital 

outlay 

Peicentage 
of net 
revenue on 
capital 
outlay 

Average 

Value of 
crops 

per acjc 

Ee venue 

I assessed 



(Lakhs) 






Ea. 


Es. 

Es. 

Punjab 

7 

10,73^0 

10*5 

27*0 

3*1 

Sind 

I) 

1,79'3 

7*7 

16*6 

S 1*9 

Bombay 

9 

1,87*6 

i*2 

77*2 

4*8 

Madras 

9 

7,29-6 

8-5 1 

36-7 

4*1 

Bengal 

3 

6,36*8 1 

0 8 ' 

S4‘i 

1*9 

United Provinces 

0 

8,77*1 

7*3 

30*2 

1 3 

Total ... 

39 

i 

36,63*7 i 

I 

7*r 

316 

3*4 


^ Report of the Irrigation Commission (1901-03), voL I, p. 21. 


CHAPTEE XX 

PEOVINGIAL FINANCE, 18834904 
§1. The Quinquennial Contracts 

Fbom 1883 down to 1904, the financial relations between the 
Government ot* India and the provincial Govermneiiis were 
regulated by five-year ‘contracts’. These contracts were based 
upon certain definite principles. The central Government retained 
in its hands certain administrative services which it was inex- 
pedient to hand over to provincial Governments. It also reserved 
the revenues from these services, supplemented by such shares 
of other public revenues as were adequate to meet tlie expenditure 
falling on it. To the provincial Governments were handed over 
the remaining administrative services, to be managed with an 
assured income sufficient for the normal expenditure. But this 
income came not m the shape of fixed assignments (as in Mayo’s 
system), but as a definite share of the revenues which those 
Governments collected. Being a share of revenue, there was 
a chance of its expanding with the increasing needs of 
administration.^ 

The quinquennial revision of contracts wuis the central feature 
of the whole system. Every five years the revenue and expenditure 
of the various provinces were examined in detail, and the agree- 
ments were revised with a view, mainly, to ensuring to the 
Imperial Government a proper share of any improvement in the 
revenues. Fixed proportions of the various heads of revenue were 
assigned to the provincial Governments on the principle of 
establishing a general equilibrium, and the necessary adjustments 
were effected by additions to, or subtractions from, the normal 
proportion of 25 per cent, of land revenue assigned to the provinces. 

The generous spirit which characterized the provincial contracts 
of 1882-3 was largely modified owing to the adverse financial 
circumstances of the country on the eve of the revision of the 
provincial contracts in 1886-7. The fear of the Eussian advance in 
Central Asia increased military expenditure, as mentioned above. 
The war in Burma, and the continued fall in exchange added 
greatly to the Government’s embarrassments. These eireumstaiiees 
forced the Government of India to revise the provincial contracts 
in a manner advantageous to itself. It was decided to take a 
larger share of the divided revenues for the central treasury. In 
a lengthy digression in the course of his financial statement for 

* Becentrali^aMoa Commission, Minutes of Evidence, voL VIII, pp. 122-0 [Mr 
J. S, (later Lord) Meston’s evidence]; also vol I, p. 03, 
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1887-85 Sir Auckland ColYin reminded the provincial CTOveniuierits 
that the decentralization measure of 1870 was meant (inefly for 
the relief of the central exchequer at a time of finaDcial htringciicy. 
A similiar financial stringency had now" arisen and a modification 
of the provincial contracts was necessary for the relief of the 
central Government. ‘ The interests of the local Governments in 
matters of finance are second to those of the supreme Government 5 
upon which rests tlie sole responsibility for the moiiitenanee of 
the financial credit of India. An examination of the pjovincial 
arrangements of the past showed him that at no time had the 
(fovernment of India contemplated relaxing its conta'ol over the 
revenues wdieii the periodical settlements came round. 

Accordingly, Golvin enumerated four propositions in (*onnexion 
with the revision of contracts in 1882; viz. ( 1 ) that the amount 
of the funds assigned to provincial Govei’nmcnts need not ext'ced, 
or efjual, the amount of the expenditure assigned at the time when 
tlie contracts w^ere made and provincial Governments w^oiild be 
expected to provide from their owm resources the difference 
between the assigned revenue and expenditure; ( 2 ) tliat the growth 
of provincial expenditure during the term of a contract must be 
met from the growth of provincial revenue, except m cases where 
considerable expenditure was undertaken by provincial Govern- 
ments to meet the wishes of the Government of India and to carry 
into execution projects pressed upon it by that Government; ( 3 ) 
that the Imperial Government reserved its claim, at the expiry 
of a term of contract, to such share as the circumstanceB of the 
time might make necessary in the increase of revenues which had 
accrued to the province during the term of the contract; and ( 4 ) 
that the power of enforcing reduction, on the occasion of a new 
contract, of the assignments of revenue made at the previous 
contract, was a condition implied in ihe system of provincial 
contracts and w"as uniformly acted on.^ 

Having decided to revise the provincial contracts on the basis 
of the above proposiiions, the Government of India appointed a 
Finance Committee to inquire into the slate of the finances of 
the different provincial Governments. An exhaustive inquiry was 
made by that Committee and suggestions were given for framing 
the new agreements.'^ It also drew up tlie probable revenue ami 
expenditure of each province under the new contracts. It was 
calculated that the provincial Governments would have a surplus 
of ^'640,100. The Government of India decided to lake over this 
surplus and to add it to its own revenue. 

In 1887 contracts on this basis were entered into with all 
the provinces except Burma and Bengal* The provincial Govern- 
ments were to receive three-fomihs of the increase in stamp 

* Fimmial (ISST'-S), p. XI. ® Op. cit., pp. 3142. 

• The members of the Committee were Sir Charles Elliot, Sir William Hunter, 
lattice M. 0. Banade and Justice Ounaiugham. 
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reveBiie and oiie-ibiirth of that in excise. The expenditure under 
ilio&e heads also was to be divided in the same proportions. A 
fourth oi the future increase under land revenue was to go to 
Bengal, Madras, Bombay and the North-Western Provinces. In 
this way, the proportion of the land revenue assigned to the different 
provincial Governments continued to vary. While Bombay 
received 60 per cent., Assam 6*2 per cent, and the (hnitral Provinces 
49 per cent., Madras was given only 29 per cent., the North- 
Western Provinces 25 per cent, and Bengal 32 per cent. Most 
provinces were left with revenues just enough to meet their needs 
at the time, and it was understood that a similar sheaiing would 
be carried out at every revision of the contract. 

Tlie following table shows the condition of the provincial 
finances during the period of the contract of 1887 : 


ProviBCC 


Annual surpluses and 

(leficii 5 


1887-8 

1888-9 

1889-90 

1890-1 

1891-2 

Madras 

Bs. 

+1,05,371 

Es. 

+1,13,932 

Bs. 

+1,41,571 

Bs. 

-1,36,739 

Bs. 

-2,41,770 

Bombay 

- *24,57i 

+18,322 

+ 11,361 

-1,23,887 

-53,189 

Bengal 

+1,31,007 

-65,792 

+1,02,547 

-1,20,377 

-11,931 

North-W^estern Provinces 
and Ondh ... 

-53,900 

+45,919 

+1,02,710 

-12,641 

1 -1,399 

Central Provinces 

+13,148 

+22,583 

-12,322 

-31,573 

' +17,540 

Punjab 

+12,446 

+32,142 

+29,264 

+31 367 

-1,719 

Assam 

+7,751 

+26,343 

+20,090 

-17,871 

+31,186 

Burma 

+77,028 

+11,560 

+61,072 

+1,06,216 

+50,598 

1 


In spite of the illilieral character of fhe conlraGs, the financial 
position of the provincial Governments did not grow worse; on 
the other band, it was the central GovenmuuiPs finances that fall 
into a worse state owing to exchange difliculfics and the Burmese 
War. The Government were therefore forced to raise additional 
taxation. The contrast between the growing piosperity of the 
provincial Governments and the growing i[> 0 Aerty of the central 
Government struc^k the Secretary of State, and he proposed to the 
Government of India that means must be found for making the 
provincial Governments share in the financial responsibilities of 
the Empire, The Government of India considered for some time 
the feasibility of terminating the contracts of 1887, but did not 
consider it expedient to take such a step, as a great deal of 
opposition was expected from the provincial Governments, Even- 
tually, however, it was decided to levy a contribution, amounting 
to a total of Bs. 74 lakhs, from all the provincial Governments 
except that of the Punjab.^ Wlien the central finances improved 
in the following year, the provincial Governments, especially 


* Finmml Statement, 1889-90, 
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Jleogal, siroiigly urged, ihoiigli in vain, the return of tlie * enforced 
heiievoleiiees 

§2. lievinion of Contracis in and 1896 

The 3’evision of 1892 coincided with another financial Fstriiigency 
]'esuliing from the worbeuing of il^e rupee exchange, and therefore 
tJie policy eimneiated in 1887 enfoiced 'with vigour on this 
oec*a&ioii also. The provincial rmeimes liad increased by iis. 2 
crores in llie meantime, and ji was decided to resume a fourth 
of the amount. Tiie piwincial Crovernmenis protested, but the 
Government ol India pointed out that the only other alternative, 
namely, the imposition of fintlier taxation, vas inexpedient, and 
stuck to their guns. That the iesumplion of pi’oMUCjal revenues 
was not eairied out in an eqiutalile inaimor is clear irom the 
following statement which gives the iolal increase oi revenue in 
the dilferent provinces and the amounts resumed. 


l*rovince 

Increase ot revenue in 
lS9i-2 (rovisul G:.Umate) 
compaied with the esti- 
mate foi the contract of 
1887-8 to 1891-2 

Amount resumed bj 
the G-overnment of 
India 

Madras 

Es. 

3,13,200 

Bs. 

1,03,800 

Boiabay 

3,99,200 

1,31,100 

Bengal 

N.-W. Provmees and Oudh ... 

5,17,700 

51,900 

50,300 

55,900 

Punjab 

1,95,400 

41,000 

Ceukal Piovinccs ... 

1,19,200 

22,700 

A Sham 

99,800 


Lower Burma 

3,34,900 

1 68,900 


It will be seen from the above that while Bengal, which 
had an increase of over Rs. 5 laklis, contributed only Rs. 51,990, 
Madras with an increase of 3 lakhs had to contribute one 
lakh. 

The collapse of the rupee in J892 dislocated the central finances 
once again and the Government called upon the provinces to make 
contributions for relieving the central exchequer. There was again 
the usual protest, followed by the usual reply that fresh taxation 
was inexpedient.^ A total contribution^ of Rs. 40| lakhs was 
received, but as the finances soon showed an improvfment, the 
Government of Tndia^was able to repay it. 

The financial transactions of the period proved unfavourable to 
• 

^ LegUlattm Council Proceedings, 1890, 

® Financial Statement^ 1894-5, 

1 / 
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the provincial Governments and the state of their finances gave 
cause for increased anxiety. 


Province 

Annual surpluses or deficits 

1892-3 ”, 

1893-4 

1894-5 

1895-6 

1896-7 

Madras 



-1,69,081 

+83,63() 

+92,328 

+44,118 

-2,00,579 

Bombaj 


... 

-23,888 

+19,443 

-102,472 

+1,00,690 

-2,21,119 

Bengal 


... 

-9,826 

+36,887 

+1,69,796 

+1,49,808 

-1,86,558 


Provinces 

and 






Oudh 

«•* 

• «» 

-16,752 

-25,155 

-1,05,987 

-1,39,798 

-1,64,740 

Punjab 


• •• 

-1,06,050 

-22,699 

-24,811 

-7,156 1 

-64,073 

Central 

Provinces 


-21,798 

-60,772 1 

-i.oe.ioa* 

+19,653 1 

-37,408 

Assam 



+9,336 

+28,532 i 

-27,422 

+30,507 

-25,421 

Burma 

... 

... 

+66,642 

-90,653 

-2,72,319 

+ 2,26,505 

+780 


The terrible famine of 1896 reduced the revenue and increased 
the expenditure of ail the provinces. The Governments of the 
North-Western Provinces and the Central Provinces were brought 
to the verge of bankruptcy and this necessitated large contributions 
from the Government of India. 

When the contracts were revised in 1897, irrigation was pro- 
vincialized in Madras, Bengal and the North-Western Provinces. 
The Governments of Burma, the Central Provinces and the Punjab 
were leniently dealt with, on account of the heavy burdens thrown 
on them by the famine. The central exchequer secured no 
financial benefit from the transaction. 

§ 3 . Gritieism of the Promncial Gontracis 

By this time, the whole system of provincial contracts had 
become unpopular, not only with the provincial Governments which 
openly criticized the greed of the central exchequer, but also with 
public bodies and leaders of public opinion in the country, who 
for the first time took an active part in a financial controversy. 

The Government of India defended the system on various 
grounds. In strict constitutional law, the whole revenue of India 
was administered by the central Government and the recently 
instituted system of decentralized finance was an arrangement 
primarily for the convenience and advantage of that Government. 
The bulk of Indian revenue was spent directly by the Government 
of India. If there was an increase in revenue, it must first benefit 
the taxpayer by I'emissions as well as by strengthening the central 
exchequer against crises. Further the settlement of a permanent 
contract, according to Sir James Westland,, ‘involves a dip into 
futurity, unwarranted by the long financial experience of the 
Government of India.' Indian finance was liable to be endangered 
by famine, war, fall of exchange, failure of opium trade and a 
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good many other calamities and conlingeiiciesj and all this liad 
lo be met primarily by the central (ioverimieiat. Mor did its 
responsibility end Vyitii the transfer of revenues to tiic provinces. 
The G-overnnicnt of India was ultimately responsible for the 
solvency of all the provincial Governments. Whenever disastrous 
famine broke out in any province, the central Government was 
bound to help from its resources. Ail these involved a heavy 
financial responsibility, which could not be properly exercised 
without the reservation of some power in its hands for revising 
settlements from time to time. 

These reasons, however, did not satisfy the provincial Govern- 
ments. They repeatedly told the central Government that the 
conditions imposed were unfair to them. They pointed out that 
while the revenues of the country were expanding, their own 
treasuries did not get an adequate share of the increase for purposes 
of local improvements. 11 they made economies and fostered 
the revenues, much of the resulting advantage was reaped by 
the central Government. There could be no certainty in admini- 
stration so long as such a system prevailed. ‘ At every revision 
said the witty Lieutenant-Governor of Bengal (Bir Alexander 
Mackenzie), ‘ the provincial sheep was summarily thrown on its 
back close-clipped and shorn of its wool, and turned out to shiver 
till the fleece grew again/ ^ 

Human nature being what it is, it is too much to expect 
people to economize, so long as the fruits of that economy went 
to somebody else. This principle was seen best at work in 
the system of quinquennial revisions. At first, having little smplus 
funds in their hands, provincial Governments would try to 
economize, and later on when the revenue increased they would 
be tempted to incur fresh expenditure. In the last year of the 
contract they would ti^ to spend all they could, because resumption 
of balances was sure to take place at the revision. Bir Alexander 
Mackenzie effectively^ summarized the normal history of these 
contracts as consisting of ‘ two years of screwing and saving, 
and postponement of works; two years of resumed energy on a 
normal scale; and one year of dissipation of balances k Besides, 
the revisions had an unsettling eliect, and gave rise to much 
bickering and heartburning.^ They broke the continuity of pro- 
vincial administration, which w'as specially injurious in the matter 
of public works. Every revision had a disturbing and dislocating 
effect, especially on the important department of public works, 
where continuity is most needed. They also demoralized the 
provincial Governments, As the Governor of Madras^ (Sir Arthur 

* 

^ FinanM SMement for 1806-7. ® ibid. * 

® For an open e:sprest5ion of these feelings, see Fimncid Statement for 1897-8, 
pp. 98-172. 

^ DisensBion on Mairas budget, 1806, quoted in Expenditure Eomntisshn Eeport^ 
voL III, p. m. 
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Havelock) said : ‘ when we are in wealth we try to hide our money 
and spend it recklessly lest the supreme Government should lay 
hands on it. When we are poor we try to give undue emphasis to 
our poverty.' It was equally demoralizing to the Government of 
India, because they were relieved of the consequences of their 
extravagance. 

Not only did the system embarrass the provincial Governments; 
it also put off urgently needed improvements. Sk David Barbour, 
giving evidence before the Indian Expenditure Commission, said : 

‘ 1 would rather see the central Government embarrassed than 
the provincial Governments starved/ 

Eurtlier, the apportionment of revenues between the several 
provinces was unfair and unequal. Some provinces were shorn 
more closely than others. In those days, Madras and the North- 
Western Provinces bore the main brunt of imperial taxation/ 
This was due to the stereotyping of the inequalities tliat already 
existed before 1870. 

Nor was the above merely the official view of those provinces. 
JPublic opinion keenly felt the injustice done to the provincial 
Governments, Although in the eyes of the people of India, both 
the central and provincial Governments were one and the same, 
they nevertheless were in a special manner interested in the 
prosperity of provincial finances, because while the central Govern- 
ment spent their large income mostly on subjects which concerned 
them only indirectly and remotely, the provincial Governments 
were spending money for purposes which directly and immediately 
contributed to the people's welfare; and naturally these Governments 
appealed more to their sympathy.^ The Indian National Congress 
at its Calcutta session in 1886 passed a resolution disapproving of 
the system of provincial contracts and urging that the provinces 
should be granted larger financial responsibility. When the Eoyal 
Commission on Indian Expenditure*^ was appointed in 1896, tJie 
various public bodies in Madras, Bombay and Bengal sent repre- 
sentations inter alia against the system of provincial finance then 
obtaining. Dadhabai Naorqji, M.P., was a member of the Com- 
mission and four prominent Indians gave evidence before it, viz. 
G, K. Gokhale, S, N. Banerjea, G. Subrahmanya Iyer, and I). E. 
Wacha representing, respectively, the Deccan Sablia of Poona, 
the Indian Association of Bengal, the Madras Mahajana Sabha 
and the Bombay Presidency Association. Their evidence carried 
much weight, especially in the matter of provincial finance. Mr 
Bayani (Bombay) and Mr Ananda Charlu (Madras) supported this 
view in the Imperial Legislative Council. 


* This was especially pointed out by Mr Gokbale, # although h© represented 
Bombay, a province that gamed by this policy, Se© Indtm Wxpetidtture Commis^ 
Bion Report, voL III, p. 217. 

^ Gokhale, ibid., p. 216 ; see also p. 269, ^ 

Its president was Lord Welby; hence usually called ‘ Welby Commission 
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The remed}5^ favoured by the Indian leaders and provincial 
Governments was a clean division between central and provincial 
revenues on the basis of a suggestion put forward by the four 
Hieiiibers of the Finance Committee of 1887. What they sug- 
gested would have p?‘actieally amounted to the system adopted in 
1919. They would divide all the revenues between the imperial 
and provincial Governments and do away with the divided lieatls. 
The excess of imperial expenditure over imperial income should 
be met by provincial contributions. This must be the first charge 
on provinGa! revenues. The provincial surplus should be the fund 
fi'om wliich in the first place imperial necessities should be inei 
before any increase could take place in provincial expenditure. 

The above recommendations were adopted by Sir William Wed- 
derburn and Dadhabai Naoroji in the miiioriiy repori of the 
Indian Expenditure (Jonunissioii. They claimed iliat it would 
place Indian financ-es on a sound basis and hrijig it into line with 
the federal systems, and that it would remove the irritation between 
the central Government and the proAunces, and enable provincial 
Governments to carry out progressive improvements in their 
internal administration. It w^as also claimed that this would be 
a * logical development ’ of the financial decentralization already 
effected. However, this scheme had to wait for 20 years before 
it conld materialize. 


§4. Improvement of Financial Relations^ 1898-1903 

The periodical resumptions of provincial balances to the central 
treasury was not due to any inordinate greed on the part of the 
Government of India, but w^as due to the financial embarrassments 
to which that Government was fre(|iiently liable on account of 
the fall of exchange, the unsteadiness of opium revenue and other 
causes. In 1893, the currency was plac^ed on a stable basis, and 
consequently the central Government had more leisure to consider 
the evils of the quinquennial contracts. The Government of 
India, almost as much as the piwincial Governments, recognized 
the need for greater certainty and stability in their financial 
arrangements Avith the provinces.^ But the recurring financial 
stringency of the central Government prevented this from being 
carried out. From 1898, thanks to the stabilized rupee and the 
growing demand for opium in China, the finances of the central 
Government greatly improved, and year after year the budget 
showed heavy surpluses. This enabled the Government of India 
to make liberal remissions of land revenue, to abolish the pandhari 
tax, and to reduce the patwpiri rate in Ajmer. Tn spite of such 
liberal remissions, the Government of India was able to make 

^ The defects are onenly admitted by Government in the Pinanchl Statement 
for 1904-5, p. 66. See also DeceniraUmtion Oonm^^Hon Bepatt, vol. I; vol. TIIT. 
p. 198, 
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generous grants to the provinces for education, public works, police 
reform and other purposes. These grants supplemented the pro- 
vincial resources and enabled the provincial Governments to 
balance their budgets. The amount and distribution of these 
grants may be seen from the following table : 


Province 

1897-8 

1898-9 

18994900 

1900-1 

1901-2 i 

1902-3 

1903-4 


Bs. 

Bs. 

Es. 

Es. 

Bs. 

Es, 

Es. 

Madras 

... 

16,96,000 

3,49,000 


42,14,000 

17,00,000 

16,50,000 

Bombay 

12,18,000 

48,75,000 

34,37,000 

64,7*9,000 

11,10,60,000 

16,00,000 

19,60,000 

Bengal 

K -\V . Provinces: 

17,00,000 

... 


16,00,000 

12,00,000 

and Oudb 

10,27,000 

10,00,000 

... 


... 

13,00,000 

10,26,000 

PiiDiab 

*«• 

5,00,000 

95,000 

5,98,000 

16,40,000 

12,00,000 

16,76,000 

Cential Provinces 

7,72,000 

6,00,000 

19,82,000 

34,15,000 ^ 

33,39,000 

6,00.000 

8,90,000 

Assam 

8,00,000 

18,00,000 

2,00,000 

5 30,000 

7,11,000 

Burma 

... 

... 

4,00,000 

4,00,000 


A revision of the provincial contracts became due in 1902, but 
owing to the prevalence of abnormal conditions, the revision was 
put off, except in the case of Burma and the Punjab.^ The 
settlement with Burma had turned out unduly favourable to that 
province, and accordingly, in the contract of 1902, the provincial 
share of the land revenue was reduced from two-thirds to one- 
half and that of excise from one-half to one-third, and a few minor 
heads were added to the provincial revenue. The modification of 
the settlement with the Punjab was rendered necessary by the 
changes in territorial limits owing to the formation of the North- 
West Frontier Province in 1902. 

§6. Qmsi-Pcrmment Contracts, 1904-5 

The evils of quinquennial revisions were admitted, and the 
revenues of the central Government having improved, the Govern- 
ment of India in 1904 entered into contracts on a more stable basis 
than before. Henceforward, contracts were to remain unaltered, 
‘ except in case of grave imperial necessity or when the variations 
from the initial relative standards of revenue and expenditure have 
over a substantial term of years been so great as to result in 
unfairness either to the province itself or to the Government of 
India ’. However, the central Government would not surrender 
its ultimate right to revise the terms; nor could they surrender that 
right, so long as they, and not the provincial Governments, were 
resfransible lo the British Parliament 'for Indian financial adminis- 
tration. The share of revenues assigned to the province was 
slightly lowered, but it was fixed as a definite fraction of the 


‘ financial Statement for 1902-3, pars. 82-3, 
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aggregate revenues. The principle underlying this division of 
revenues was that the share assigned to each province separately 
and all the provinces collectively should bear approximately the 
same ratio to the provincial expenditure as the imperial share of 
growing revenues bore to imperial expenditure. It was found 
by calculation that the central Government’s expenditure was 
about tbree-fourths of the whole expenditure of India and therefore 
the revenue division was effected on that basis. However, all the 
provinces were not to have a uniform share of l•evenll€s. Progres- 
sive and well-developed provinces were to have a smaller fra»5tioii 
of the revenues while backward and ill-developed ones were to 
be given a greater share. Thus Madras, Bengal, Bombay and 
the North-Western Provinces (from 1902 called the United Pro- 
vinces or U.P.) were to have only a fourth of their revenue for 
provincial expenditure, while Bengal and Burma kept 1hree-(»ighths 
and Assam and Ihe (^entral Provinces one-half. On the aggregate, 
the central Government thus kept tliree-fourthb of the whole 
revenue of India in their hands. 

Thus the Government of India relaxed a deflate part of its 
control, although they did not become the ‘ pensioner of the pro- 
vinces.’ The provincial Governments administered all their 
revenues as their own and handed over the appointed share to 
the central Government. This share was practically in the nature 
of a contribution to the central treasury and was so regarded by 
the Government of India.^ In strict constitutional law, the 
Government of India were still the unchallenged owners of all the 
revenues but this de jure position practically lost its sting by the 
reform of 1904. However, the new system was only initiated 
in 1904; the process had to wait for its completion till 1919, when 
a clean separation was made between central and provincial 
revenues. 

The division of the revenues into imperial, provincial and 
divided still remained; nor was there much difference in the items 
so classified; however, the ’divided heads’ came to be more pro- 
vincialized, and the provincial Governments assumed responsibility 
in regard to all those heads of revenue actually administered by 
them. The central Government kept in its hands the control of 
all those revenues, the locale of which was no guide to their 
incidence, and others which accrued from the commercial or indus- 
trial enterprise of the Government. Thns, it received the whole 
of the revenue accruing from opium, salt, customs, mint, railways, 
posts and telegraphs and tributes from Indian States, while the 
provincial Governments took all receipts from legislation and from 
the spending departments which they managed, such as police, 
education, law anji justice and medical services, fteceipts from 
minor irrigation works and from civil works other than imperial 


* for example, Letter to ^ecretm^ of Stole, 29 NoTemb^r 1910, 
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buildings went, wholly to the provinces, wdiile those from the larger 
works were generally shared. 

Laiid-reveiiiie, excise, stamps, income-tax and forests were 
divided heads in all the provinces but the division was effected 
in diffei’ent proportions in the different provinces. Bombay, for 
instance, received one-half of the revenue under the heads of land- 
revenue, excise, income-tax, forests and stamps, whilst Madras 
and the United Provinces received only one-fourth of the revenue 
under the first four heads and one-half of the stamp revenue. 
Other provinces received the whole of the land revenue, on the 
ground that they were undeveloped. The following standard shares 
of revenue and expenditure were fixed in regard to divided heads 
as a whole : 

Imperial Promneial 

Bengal, U.P., Bombay and Madras ... f \ 

Punjab and Burma ... f i 

Assam and G.P, ... ... | | 

Generally speaking, expenditure went according as the item 
was imperial or provincial. The expenditnre on all divided heads 
except land revenue was also borne in the same proportion as 
the revenue; but the expenditure on land revenue administration 
was to be met wholly by the provincial Governments. On them 
also fell wholly the charges for such scientific and minor depart- 
ments as they administered and the political charges in connexion 
with the Indian States under their control. 

There was thus a heavy burden of expenditure on the provincial 
treasury, and it was generally in excess of the assigned revenues. 
This difference was to be made up as before by a fixed assignment 
from the land-revenue. Further, with a view to maintaining them 
before the revenues came in, the provinces were given considerable 
initial lump grants to start with. Subsequently, when the central 
revenues impioved, special grants were given, ear-marked for certain 
services like police reform, educational development and agri- 
cultural improvement. These special grants, or ‘ doles ’ as they 
came to be called in derision, became too frequent and had de- 
moralizing effects upon provincial finance. It was one of the evils 
complained of by the Government of India, and the Decentraliza- 
tion Commission made siiggestions to remedy this. 

The new system of provincial finance thus set up had beneficial 
results. Its principal object was to give the local Governments a 
more independent position and a more substantial and enduring 
interest in the management of their resources than had previously 
been possible. And certainly this object was to a great extent 
fulfilled by Jthe changes initiated, t Local Governments could 
count on continuity of financial policy and were able to reap the 
benefit of their own economies without being hurried into ill-con- 
sidered proposals in order to raise the apparent standard of 
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expenditure/^ It alno gave relief to the central Government, in- 
asmiicli as it avoided their usual quinquennial controversies with 
the provincial Governnients and smoothed their relations with 
tlieiii. On the whole it was a great advance on the old system, but 
there still remained certain causes for complaint, as we shall see 
ifi the sequel. 

Soon after the new sj'stem was adopted, some beneficial changes 
were also introduced in the method of sharing the expenditure for 
famine relief. Hiilierto the liability for famine relief was pri- 
marily provincial, and the Government of India was not bound to 
help until the provincial resourccB were exhausted. In 1907, a 
new’' system of famine insui’ance was devised by wdiicli the pro- 
vincial (jovernmenfcs were greatly relieved. The Government of 
India were to place to the credit of each province exposed to 
famine a specific amount calculated roughly with reference to its 
estimated famine liabilities; and wdien famine actually broke out, 
the p!‘ovincial Governments could straightway utilize tliose re- 
sources. Wiiatever sum was recjuired over and above such resources 
was to be divided equally between the twm Governments and 
not wholly debited to the provincial Governments as before. Again 
the central treasury would come to help even before the provincial 
balances came down to the prescribed minimum. Subsequently 
the Government of India also guaranteed in the case of certain 
provinces specially liable to famine that their receipts from land 
revenue should not fall below a fixed minimum. 

Bisk of famine has been the greatest danger to the stability of 
provincial settlements. Famine crippled land revenue collections 
and upset all calculations of income and expenditure. It was 
necessary to make some radical ^arrangement to remedy this. 
Sucii was the intention of the further step taken in 1917 by which 
famine relief expenditure was made a divided head. The otitlay 
was to be borne by ihe provincial and tlie central Governments 
in the proportioii of three to one, which coincided approximately 
vlth the actual iijcidence under the previous system. The new 
policy simplified financial adn/mistration and on the whole w’’aR a 
great improvement on the old arrangements. 


' Joint Meport (1918), p. 71. 
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PROGEESS OE DECENTRALIZATION 
§1. Constitutional Position 

Although in 1870, the Government of India transferred certain 
charges, and subsequently certain revenues, to the provincial 
Governments, the constitutional position of these Governments 
underwent little change from 1833 to 1919. This is clear from the 
fact that the Government of India Act (1915) repeats in Section 
15 (i) almost the same words as in the Act of 1833. ‘ Every local 
Government’, so runs the clause, ‘shall obey the orders of the 
Governor-General in Council and keep him constantly and dili- 
gently informed of its proceedings and of all matters which ought 
in its opinion to be reported to him or as to which he requires 
information and is under his superintendence, direction and control 
in all matters relating to the government of its province.’^ It is 
true that the ordinary internal administration of the provinces was 
carried on by the provincial Governments, but over the whole of 
it the Government of India exerted an effective control. General 
administration covered a wide field, and the extent of control 
varied according to the nature of the subject. As the Imperial 
Gazetteer puts it, the Government of India ‘ lays down lines of 
general policy and tests their ,application from the administration 
reports which are as a rule submitted to it by the local Govern- 
ments '.® Even in regard to departments which were legitimately 
provincial — agriculture, education, forests, irrigation, etc. — ^the 
central Government exercised control in a variety of ways. The 
Chairman of the Royal Commission on Decentralization asked 
Herbert Eisley (Home Secretary to the Government of India) what 
exactly he meant by saying that the Government of India ‘ con- 
trolled ’ archseology, internal politics and education; and Risley 
replied : ‘ It is open to the Government of India to intervene and 
pass orders on any question whatsoever, whether it falls within the 
statutory powers of a local Government or not.’^ 

In 1902, Professor Reinsch, in his book on Colonial Government, 
stated that the Indian Empire was a vast federal state. That 
this was far from being the fact is clear, and no one who under- 
stood the legal position of the Indian provinces in 1902 would have 
made such an erroneous statement. The Government of India had 
full control over the activities of the provincial Governments. In 
fact the central Government was empowered ‘by notification to 

‘ 5 and 6 George V, o. 61. » Vol. W, p. 17, 

• Oommission Proceedings, vol. X, p. 158, 
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declare, appoint or alter the boundaries of any of the proTinces ' 
(Section 60). Snch a power is obviously the very negation of the 
federal principle. 

However, in administrative practice, some rough division of 
functions gradually arose between the central and provincial 
Governments. There were certain functions like defence and 
foreign relations which it was inexpedient to hand over to the 
provinces or even to share with them. There were others like 
currency and tariffs, in which uniform arrangements were con- 
venient to the whole country, although their provincialization would 
not have imperilled the safety of the State in any way. But 
excluding these two groups of functions, there lay a wide field 
which the provinces, and only the provinces, could properly ad- 
minister; and of this category were the chief departments of 
internal administration. We have to note here that this division 
was not based on any statute : it simply evolved by convention to 
suit the convenience of the parties concerned. 

Thus the Government of India kept in their hands the entire 
defence of the country, which included the discipline and upkeep 
of the military establishments, the maintenance of diplomatic 
relations, and other matters which were connected with defence 
and which were legitimately within the sphere of the centra! 
Government. Of this category were also the public debt 
and the political relations with the principal feudatory states 
of India. In the interests of uniformity, accounts and audit- 
ing, tariffs, currency and the exchanges, posts and telegraphs, 
protective railways and irrigation works and territorial and poli- 
tical pensions came under the dii^ect charge of the Government 
of India. 

Ordinary internal administration was left to the provincial 
Governments, This covered a very extensive field, and comprised 
six general heads (corresponding to the supervising department of 
the central Government)^ namely Home, Eevenue, Political, 
Finance, Commerce, and Education. Under the first head were 
included the Indian Civil Service, Law and Justice, and questions 
of general policy. In the second category came land-revenue, 
surveys, forests, excise, agriculture, veterinary, meteorology, 
famine relief, public works, and irrigation. The provincial 
Governments looked after the smaller of the Indian States, although 
they were also under the general supervision of the Political 
Department of the central Government. Under provincial manage- 
ment were also the various financial heads such as the pay, leave 
and pensions of services, opium, stamps, income-tax, and com- 
mercial subjects like export and import trade, factories, exhibitions, 
explosives, migration, fisheries, salt and excise. Further, the 
provinces had charge of education, local self-government, 


* Raised to 8 in 1919, 
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sanitation, ancl^ similar subjects of local concern, and they also 
managed their own legislative councils. 

Indeed in theory, the control of the Government of India 
consisted in hiying down the general policy and watching its 
application, but such watching involved a continuous supemsion 
of provincial activities, and that meant control. There were 
various checks on the powers of the provincial Governments; the 
most important of them were financial. Next came the legislative 
checks and administrative contrivances designed for ensuring a 
certain amount of uniformity throughout the country. 


§2. Financial Powers of the Promnces 

By 1905, the provinces had secured substantial powmrs in 
finance. Various sources of revenue were banded over to their 
management, and the sums realized by them amounted to one- 
fourth of the whole revenue of India. Some of the revenue heads 
thus handed over were elastic and likely to expand with the needs 
of administration. The surpluses ware no longer to be resumed 
by the central Government, and, therefore, the provinces could 
count on a reasonable continuity of policy. Thus the provincial 
Governments gained a more independent position and came to 
have a more substantial and enduring interest in the management 
of their resources. Many of the older administrators thought that 
all the decentralization that was safe and necessary had been carried 
out. Even before the quasi-permanent settlement was made, Sir 
John Strachey wrote that ‘ the provincial Governments had been 
freed from vexatious interference which weakened their authority 
and efficiency \ ^ ^ 

In actual practice, however, the decentralization effected so far 
gave little real power to the provincial Governments. The 
principal means wdieraby the central Government kept its control 
over provincial finances was by the stringent budget rules. Not 
only did the budgets of the provincial Governments require the 
sanction of the Government of India, but they were also liable 
to be modified; further, every new appointment of importance and 
every large addition to even minor establishments required the 
specific sanction of the Government of India, with the result that 
no new departure in administration could be undertaken without 
its previous sanction. Provincial Governments were not to create 
any new appointment carrying a pay of more than Es. 260 a 
month, nor add to the pay and allowance of an officer already 
entertained if these exceeded Es. 250 a month. ^ Nor were they 
to abolish or^ reduce the emoluments pf officers receiving salaries 
higher than Es. 250. They were not to increase their permanent 
establishments involving additional expenditure of more than 

r 

* (1898), p, 68, ® Civil Aecount Code, Articles ^88 and 76 (i). 



PROGRESS OF DECENTRA AT ION 


2(iy 

Ils. 25,000 a year, even thongli the vsciieine not eootaiii 

any apfiointmeiit of sufficient magnitude to requii’e specific 
sanction.^ The provincial (-loverninents were expected to confine 
themselves to the carj'ying on of the services particularly entrusted 
to them and not to spend public money for anything outside the 
category of objects approved by the Government of India. ^ 

The budget control mentioned above was not merely a general 
supervision; it involved detailed interference. The provincial 
budgets were, in those days, incorporated in the budget of the 
Government of India and were often modified by the central 
Finance Department. A minute examinatjon of tlie vaiious works, 
especially those under civil public works, was made by tlie central 
Government.''^ Further, tliere were certain slauding orders restrict- 
ing provindal freedom. A provincial (-{oxernment was not allowed 
to exhaust its balance in the impeiial IreasujA. Fniil 1887. 
h<)wever, proviiu'cs had fuller freedoni in this matter. ProviiKuai 
Governments were also forbidden to budget for a deficit; that 
is, they w^erc allowed to spend only the funds covered by the 
current revenue. Eeappropriation was only allowed within certain 
limits; for instance, some part of the money granted for one 
major head, say police, might be used for education. Even 
in Great Britain such tiruisfer of funds from one head to another 
needed a supplementary vote of the House of Commons. Of 
course, this freedom of the provincial Governments wxis subject to 
the implied engagement to keep all the departments of the 
px'ovince in full efficiency 

The provinces were also dependent upon the Government of 
India for account and auditing. They had no separate Finance 
departments. Their accounts werjp kept for them by the civil 
accounts staff responsible to the imperial Financ*e Department, 
and by the aci'oimt officers under the Public* Works Department 
of the central Government. The accountH were then audited by 
the imperial Audit Staff and there was no review of the results by 
a Public Accounts Committee of the Legislature. In each major 
province thei'e was an Accountant-General who was departmentally 
subordinate to the Comptroller and Auditor-General at Cfidcutta. 
Deputy Aiiditors-General w'^ere periodically sent round by him to 
inspect the provincial offices and accounts. The Public Works 
Department also sent round its Accountant-General although less 
frequently. The Accoontants-General stationed in the various pro- 
vinces had wide powers of bringing to notice all cases in which 
provincial powers had been exceeded and of requiring that such 
expenditure should be disallowed if it had not been sanctioned by 
the proper authority. Ail these provisions were perhaps necessary 

* ** 

^ C.A.C., Article *277^(4). ® Resolution of 1877, Buie 4 (2) and EuJe II. 

* B&centrakzuUon Commission Report, p. 4, 

* Dispatch of the Secretary of State to the Government of Madras, 10 Decem- 
ber 1874. 
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to ensure financial security, especially in a country where the 
people did not control the Grovernment. 

Two voluminous codes were in existence to guide the financial 
proceedings of the various governments. The main provisions of 
the Civil Account Code were laid down by the two special com- 
missioners deputed from England in 1864 for suggesting improve- 
ments in the financial machinery of India, but subsequently they 
were greatly enlarged, and by 1905 the Civil Account Code com- 
prised two volumes covering (with appendices) 760 pages. It was 
divided into 80 chapters comprising about 1700 sections. The Civil 
Service Eegulations was a smaller volume of 300 pages, excluding 
the appendices. It dealt with the pay and allowances, leave rules, 
pensions and travelling allowances of the various sections of the 
civil services of India. 

Both these codes laid down detailed instructions; they involved 
meticulous interference with the details of provincial administra- 
tion, and necessitated endless correspondence. The vouchers and 
countersignatures required by the Civil Account Code were in- 
numerable and made the routme work in the offices too heavy 
for ordinary human beings. But in defence of the system, it must 
be pointed out that such minute regulations were necessary for the 
guidance of the scattered army of subordinate officials throughout 
the sub-continent, and embodied the practical experience of many 
generations. Eulings had been made on a variety of questions 
which had come up before the Government of India and these 
became the ‘ common law ’ of administrative practice. In their 
absence, there would have arisen undesirable divergences between 
province and province; and in regard to conditions of service, a 
competition between the various provincial Governments would 
have been ruinous. Eor instance, if there w'ere differences between 
province and province in such matters as travelling allowances and 
house allowances, it would cause annoyance and heart-burnings.^ 
Moreover a Government functioning over such a vast country, and 
not controlled by the people or their representatives, must work 
imder elaborate rules and with many checks and balances. 

§3. Control over Taxation and Borrowing 

The central Government jealously guarded their power of con- 
trolling all taxation throughout India. Of course, the provincial 
Governments which had their own legislative councils could raise 
taxes by legislation, but that power was to be exercised with the 
previous sanction of the Governor-General; and according to the 
practice established in the sanction of the Secretaiy of State 
was also necessary.® Such sanction was not given unless the 

^ Bmmtrahmtmi Commission, voL X, p, 105. 

^ Tlie GoTernmeBii of Iisdia Acfe (1915), Section 79 (3) According to tliis 
iict, proTinclal legislatures re<][uired the central Government’s previous sanction 
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central Government were convinced tiiat tbe power soiigiii would 
not trench on the central revenues; and as iliLs was not easy to 
prove in regard to any new pr(? 2 >osal for taxation, the result was 
that the provincial Governments seldom exercised the power. As 
the Joint Eeport (1918) puts it, ' this was a natural coi’olluj*y of tlu*. 
statutory hypothecation of all Indian revenues to all-India needs \ ^ 

‘ If A the same report adds, ‘ many buckets are dipping into one 
well, and drought cuts short the supply of water, obviously the chief 
proprietor of the well must take it upon himself to regulate the 
drawings/ The Decentralization Commission justified this policy 
on the ground that the provincial Governments had not got ‘ a 
sufficiently separate fiscal sphere to render such l>olicy desirable A 
and that they lacked ‘ that responsibility to tax-payers wdikdi 
acts as a check upon increased taxation in other countries/^ 

However, the provincial Governments liad a large freedom in 
the administration of the existing taxes. The collection of all 
revenues was done by them. The administration of land revenue 
comprised a good many functions like revenue surveys and 
settlements, jamabandi, rent and revenue legislation, government 
land sales, mining concessions, and even agricultural indebtedness 
and famine relief. In these matters, conditions varied from 
province to province, and any minute control by the central 
Government was out of the question. Each province had its own 
land revenue code and separate Acts under which that revenue 
was assessed, and the central Government did little more than 
lay down the general policy and watch its application. In 1875, 
the Government of India in a Dispatch to the Secretary of State 
expressly denied the necessity for interfering in the details of 
revenue settlements, and wanted tq have only control of the general 
principles. 

From 1880, however, there had been a growing tendency 
towards central control in regard to all land revenue matters. The 
settlement operations of tbe temporarily settled lands were carried 
on by civilian officers under the supervision of the provincial 
Governments, but the central Government laid dowm general 
principles in regard to important questions and enforced them 
according to the degree in which such questions affected the general 
well-being of the agricultural population and the financial stability 
of the country. It is true that the Governments of Madras and 
Bombay were given a freer hand than other provinces in regard 
to revenue settlements, although even in regard to them, there 
occasionally arose cases which necessitated interference;^ but in 

to consider * any law ajBfecfeing tlie public debfe' of India or Une customs duties 
or any other tax or duty for the Urn© being in force and imposed^by llie authority 
of tbe 0overnor-General in Council for tb© general purposes of tbe Government of 
India See also chapters vi and viii of this hook. 

* Page 72. * Demitralimtion Oommmhn Report, voL I, pp. 484. ^ 

® DemnhmUzaUon'*GQmmm$ion Report t voL I, p. 91; voi. II, pp. 1634. This 
privilege caused dissatisfaction to other provinces, vol. III, pp. 177-8. 
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oilier provinces, the general principles of assessment had to be 
approved by the central Government, and no settlement was to 
be undertaken without its previous sanction. The settlements had 
also to be confirmed by it in most of the provinces. The central 
Government kept itself in touch with provincial revenue matters 
by means of ‘ Calendars ’ of revenue settlements, aiiiinally sub- 
mitted by the provinces, detailing the terms of the current district 
Ksettleinents, the dates on which they would expire, the amount 
of the revenue demand and so forth. This served as a convenient 
handle for intervention in provincial land administration. 

Tenancy legislation might be initiated by the provincial 
CTOvernments, but pioposals for such legislation were to be carefully 
examined and reviewed by the Government of India; and this was 
but proper ixi the circumstances of the time. 

The lands owned by the Government (lianded down by the 
East India Company)^ were for a time jealously guarded by the 
Secretary of State, who insisted that his previous sanction must be 
obtained before alienating such lands but this practice ceased 
subsequently except in the case of large alienations. The provin- 
cial Government in whose jurisdiction the land lay had the right to 
part wnth pmprietory rights subject to payment of the ordinaiy 
land revenue assessment, but the central Government’s sanction 
was required for the alienation of revenue-free land except in Nazul 
areas, ^ where the trouble of collecting revenue w^as disproportionate 
to the amount involved, and in the permanently settled areas of 
Bengal, where occasionally petty properties came into the hands of 
the Government.'^ These rules related to the alienation of land for 
industrial or other purposes of public utility like colonization, but 
grant of land lor private purposes was laid under restrictions. 
The provincial Government’s right to grant mining leases was 
also strictly limited by the orders of tlie Secretary of State. 

The provincial Governments had also considerable freedom in 
regard to excise on country liquor and on drugs, except wdiere the 
interests of two or more provinces came into collision. 

Provinces were prohibited from borrowing funds in the open 
market. If a province re(|uired a loan, the central Government 
lent the amount and the province had only to pay the interest. 
Sterling loans were raised in England by the Secretary of State 
and the rupee loans in India also required his sanction. There 
was indeed some justification for this restriction. As the Montagii- 
Chelmsford Report puts it: ‘It was considered advisable to 
control the total borrowings of India by one agency, if rates were 
not to be forced up and the market dislocated and credit possibly 
injured by indiscreet ventures. But this power gave the central 

* 21 & 22 Viefc., c. 106. " l)i<=<palch, 9 "'July 1862. 

® Bsciieatcd property. 

^ EeveBne md Agrieiiltur© Proceedings, October 1897, N(>e> 1-6, and June 1903, 
Nos. 940. 

* fiemnitaiimUon Commission Eeport, toL I, p. 108. ^ Page 78. 
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aiiLlioiiiy ‘ a powerful lever for insistiug upon provincial solvency 
and for continually inteifering in detail for tliat purpose Such 
control was extended even to the Provincial Loan Account, from 
which the province gave loans to agriculturists and to estates 
under the Court of Wards. 

§4. Public Works Control 

In 1863, the Public Works Department of the Gov eminent of 
India was ‘ a monster of centralization ’ according to Trevelyan, 
and the vexations interference that it caused has aheady been 
described. But from 1871 the provincial sphere in public works 
widened and central control was relaxed in many directions. As 
the Decentralization Commissioners pointed out, ‘ when such 
works were of small account and insignificant sums were spent 
on them, it was inevitable that the small provincial staffs should 
often lack the technical and administrative qualities necessary for 
high efficiency, and in such circumstances, close supervision and 
control by the Government of India was naturally advisable’." 
Lord Mayo in 1870 increased the powers of provincial Governments 
in regard to public works, and in 1878, the maintenance of produc- 
tive public works was made a provincial charge (See Chapter XV). 

Prom that time provincial responsibility in regard to public 
works became considerably enlarged. Several works were carried 
out with funds raised by provincial taxation, and in the case of 
such works the Government of India did not interfere except 
when the cost exceeded Bs. 10 lakhs.^* In regard to works carried 
out on behalf of the central Government, that Government kept 
to itself the authority to distribute the available grants as a whole, 
and to control the pay of the moreTmportant appointments and the 
organization of the larger establishments.'^ In other words, the 
actual const ruction and maintenance of roads, buildings and 
irrigation works devolved on the piovincial Governments; but the 
Government of India allocated funds for such works as were 
defrayed from iiuperial or boirowed revenues, scrutinized plans 
and estimates and sanctioned contracts, and were primarily 
responsible foi’ accounts and auditing. The latter function was 
performed by tlie officers of the BuWic Works Account Branch, 
and the work of scrutinizing plans was done by the staff of the 
imperial Inspector-General. 

The provinces had their own Public Works Departments under 
Chief Engineers, who were also Public Works Secretaries to the 

^ Southborougk Committee Eeport (1919), vol, 11, p. 87- 

^ Heport, voi. I, p, 78. * 

DeeentmUzation Conmiission Heport^ vol. I, p. 79; also PuMio Works Code, 
Articles 1935 aud^ 1964. 

The provincial G-overamcBts were under restriciion in regard fco works con- 
nected with the persona! ainenities ol the heads of provinces (i.e, in regard to 
Oovernment Houses, circuit houses, etc,). Sec Mepoft, voL I, p. 821, 

18 
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provincial Govemmeiii, but the general organization of those 
deparimentSj including the pay and conditions of service, were pre- 
scribed by the central Govei’nment. Except in Madras and 
Bombay, the principal officers of the provincial department were 
also appointed by that Government, but in practice the recommen- 
dations of the local Government in filling up superintending 
eiigineerships were generally accepted. The Public Works Code, 
a work in three volumes, regulated all these complex relationships 
between the central and provincial Governments. 

These restrictions on the provincial Governments were subjected 
to severe criticism before the Decentralization Commission. Thus 
the Chief Commissioner of the Central Provinces told the Com- 
mission : — ‘ Among the particular departments of the Government 
of India which appear to be too rigid in limiting the discretion 
of the head of the province, I consider the Public Works Depart- 
ment as the worst offender; they interfere in details to an extent 
which is often irritating.’ 


§5. Gmnts-in-aid 

Grants to provincial Governments were effective instruments 
in the hands of the central Government for controlling provincial 
administration. Such grants were few and far between, till about 
the close of the nineteenth century; but after the stabilization 
of the rupee the central Government had large surpluses, and the 
improvement of the opium revenue early in the present century 
enlarged the surpluses. From such increasing resources, the 
Government of India distributed grants ear-marked for specific 
purposes like education, agricultural development, police reorga- 
nization and so forth. The provincial Governments had to 
draw up detailed schemes and such schemes were scrutinized by 
the central Secretariat. According to a memorandum placed by 
the Bombay Government before the Decentralization Commission, 
‘ no detail was so unimportant as to be accepted on the authority 
of those Governments ’/ Owing to the excessive control thus 
exerted by the central Government, these grants became un- 
popular with the provincial Governments and they came to be called 
'doles’. The unequal distribution of these grants between the 
provinces was also a cause of their unpopularity. 

The system of grant-in-aid has long been common in most 
countries as a means of giving financial help to local authorities 
from the central Government; but in recent times it has also 
invaded Federal Governments. In Germany, after the War, 
grants from the Eeich to -the States became a common feature 
of federal financing, and the system naused considerable bicker- 
ings a few years ago.^ In the United States "also ‘federal aid* 

* Decenimh^Mion Gommisston Heport^ voL VIII. p.^2S0. 

- Mmehester Guardian Commercial^ 16 February 1928, p. 189. 
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has become very coiiimon in modern liineb, and this has led 
to what is called ‘ federal ccntralizaiion h According to 
White, ‘Federal grants have increased in modem times and 
have become a powerful weapon for securing iiniforin action 
over the uliole area of the United States, even in matters 
over which the Federal Government has no power to legislate 
Grants have been given chiefly for vocational education and high 
road construction, two matters in which the Federal Government 
is keenly inlei’ested and it is chieflj in these subjects that federal 
control has increased. 


§6. heijislaUvr Control 

Tlio mpervision by the central Government over the legislative 
activity of the provincial Governments added laigely to the control 
of provincial admimstration. Frovincial (luiernmenis were not 
allowed to permit the discussnm of any bill in their legislative 
councils before it had been examined and approved by the Govern- 
ment of India and submitted to the Secretary of State; and all 
bills passed by these councils required the assent of the Governor- 
General as w'ell as of the Governor or the Lieutenant-Governor 
concerned. Thus the freedom of the legislative councils was 
restricted by executive directions which made their power very 
insignificant indeed. 

The field of their legislation was also restricted by the 
numerous laws akeady made by the central legislature on all 
kinds of subjects. It is true that for the sake of uniformity, 
such laws as the Indian Penal Code, the Civil Procedure Code, 
and the Lvidenca and Succession* Acts were necessary, but the 
field previously occupied by central legislation included many 
subjects wliicli might have been left to provincial legislatures. The 
Joint Heport of 1918 has given the following valuable enumera- 
tion of these lamvs : 

Under the head of crime we have laws for Prisons, Jails, 
Eelormaiory Schools, Police and WJiipping. Where the personal law 
ahecting the different cummonities has been codified in such maiteis 
as marriage, minors and succession, attempts have been made to 
make it imiforin and to prevent provincial variations, to the great 
benefit of the people. In Civil Law, we have Acts regulating con- 
tracts, trusts, specific relief, transfer of property, easements and 
arbitration. Business has been regulated by laws for patents, trade 
marks, weights and measuj’es, securities, insurance companies, in- 
solvency and usury. Laws for forests, mines, factories, boilers, 
electricity and explosives have smoothed "the course of industry ; and 
labour questions have been dealt with in laws controllii:feg compulsory 
settlement of labour disputes, breaches of contract, emigration and 
apprentices. Essential matters affecting public health such as 


White, Puhhe Adminisifukon* p. 8B. 
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prisons, leprosy, lunacy, vaccination and epidemics — have also been 
regulated by a uniform code of law. Pinally, in a wide miscellany 
of matters, such for example as religious endowments, charitable 
societies, plays and kineinatographs, motor vehicles, ancient monu- 
ments and treasure troves, India has been given a uniform law which 
works well because conditions are everywhere sufficiently similar. ^ 

On many of these subjects, perhaps, central legislation was 
necessary to ensure uniformity, but there were others in which 
such legislation only led to rigidity and annoyance. The provincial 
Councils were not denied the power of concurrent legislation, but 
its exercise was strictly circumscribed with limits.^ 

§7. Agencies of Adniiiiistrative Control 

The motives of the central Government in supervising provincial 
administration were cliiefly financial, but finance entered into every 
field of administration, and therefore central control came gradually 
to be exerted over almost every function of the provincial Govern- 
ments. There was some decentralization of control over details, 
but it was accompanied by a consolidation of control over essentials. 

However, in the fields of education, police, forests and medical 
aid, the provincial Governments were given great freedom. In 
Education, there was eveiy desire ‘ to comprehend local conditions 
and to facilitate local developments Appointment to the head- 
ship of the provincial Education Department did not require the 
sanction of the central Government except in the Central Provinces. 
Eecruitment to the Indian Education Service was generally carried 
out in England, but the men so appointed came under the 
provincial Governments. , 

In police administration also, provincial Governments seem to 
have had a free hand ever since Mayo’s financial measure of 1870, 
although there was insistence on uniformity in regard to the 
conditions of seiwice. Eecruitment to the imperial Service was 
made by open competition in England. The changes carried out 
as a result of the Police Commission of 1902 seem to have brought 
about unnecessaiy rigidity and excessive expenditure; and this 
policy was criticized by the Decentralization Commission.** The 
Forest administration remained mainly under the control of the 
provincial Governments, but the activities of the imperial 
Inspectors-General tended to bring about gi’eater uniformity. 

Central control was perhaps more pronounced in the Medical, 
than in any other ‘ provincialized ’ department. Such control was 
exerted mainly through the central Government’s hold on the 
Indian Medical Service, the personnel of which were recruited in 
England and, although normally -under civil employ, were 

^ Jmnt Beporf (1918), p. 75. ® See cbap. VII, section 3. 

* Decentralization Commmion Report ^ yoI. I, p. 127. 

^ ibid,, pp, 124-5, 
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commissioned officers of the army. The provincial G-overnments 
were nnder the stringent control of the Government of India in 
regard to all higher appointments and the Governments of Madras 
and Bombay attempted, but unsuccessfully, to organize their own 
separate civil medical services. 

The agencies employed for controlling these departments 
(besides the financial check which was the most effective) were : 
(1) general resolutions and formulation of policy, (2) periodical 
reports and review thereof, and (3) the supervision of imperial 
inspectors-general . 

On all important questions, general resolutions regarding policy 
were issued for the guidance of provincial Governments. We have 
referred to many such resolutions on financial administration* The 
usual procedure adopted was, first to appoint a commission or 
committee to investigate the working of a department functioning 
primarily in the province, and then when the report was presented, 
the Government reviewed the whole subject and issued a resolution 
laying down specific rules about the future working of that 
department. Two examples may be given. In the early nineties, 
there was considerable difference of opinion concerning forest 
administration, and the Government of India went carefully into 
the matter and issued a Eesoliition in 1894 containing a definite 
statement of their forest policy.’- The policy thus outlined had 
to be followed by the provincial Governments. Of a similar nature 
was the resolution which Lord Curzon issued in 1904 on Educa- 
tion,^ after a thorough inquiry into the problems and prospects 
of Education in India; it also reviewed past policy and laid down 
the lines on which future progress should be made. The result was 
greater uniformity in educational ^ministration, which eventually 
made the control of the central Goveimment stronger. 

The departmental administration reports periodically submitted 
by the provincial Governments were scrutinized by the central 
Government and often instructions regarding tliem were issued to 
the various provincial Governments. These instructions were nearly 
always meant for uniformity and efficiency in administration, but 
the control of the central Government was thereby made effective. 
The same was the result of the right of appeal conceded to, and 
exercised by, Government officers and members of the public who 
felt aggrieved by the action of the provincial Governments. 

§8. Imperial Inspecting Agencies 

Towards the close of the nineteenth century, especially during 
the regime of Lord Curzon, inspectors-general were appointed 
for many of the services which were properly provincial and they 


^ No, m F. 19 Oeiohet 1894. 

^ Nos. 199-211 of 11 Marcb 1904; see also Bemew of the Progress of Miuca^ 
Uon in India {18974901), Appendix. 
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became an effective agency for collecting information regarding the 
activities of the provincial departments and enabled the central 
Government to snpennse provincial administration. 

The prime duty of the imperial inspecting agencies was to 
give information and advice to the Government of India and I he 
provincial Governments. They were not meant to replace the 
Secretaries to the Government of India in those various depart- 
ments; they only assisted the secretaries and through them the 
members of the Executive Council. The following description of 
the functions of the Inspector-General of AgTieiilture will serve 
as a guide to the position of most of the officers of this category : 

Apart from the prosecution of such independent inquiries as may 
be desirable, it will be the duty of the Inspector-General to guide 
and co-ordinate the experiments which are being made under the 
orders of local governments, and to publish and criticize their results ; 
to indicate new lines which inquiry may profitably follow; and to 
respond to the requests of private investigators for assistance or 
advice. It will be open to provincial Governments to consult him on 
subjects in which the opinion of an agrieultiiral expert will be of 
value, and his opinion should obviously be taken on any schemes of 
experiment ov inquiry which may be in view. Id regard to the 
Government of India, his position will be that of an adviser on 
matters connected with agriculture. It is not proposed to invest him 
with any direct authority over provincial departments of agriculture; 
nor is it anticipated that any such authority will be needed in order 
to secure the advantages which will result from his guidance. But 
he will be authorized to correspond direct with the heads of these 
departments; and he will, indeed, regard the maintenance of close 
personal relations with them as essential to the proper discharge of 
his functions. His duties will, of course, lie more in the field than 
in the office; and constant tours will be necessary not only in order 
to keep him in touch with other investigators, but to gain that close 
acquaintance with the agricultural conditions of the coimti’y which 
alone can indicate the scope which exists for improvements and the 
possibilities of effecting them.’ 

^ The instructions given to the Inspector-General of Forests, the 
Director-General of Education and the Director-General of Com- 
mercial Intelligence were also couched in nearly the same 
language.^ 

Even if these officers carefully stuck to such functions, they 
were bound almost inevitably to tread upon delicate ground in 
calling for information from, and offering advice to, provincial 
Governments. For, in the discharge of their duties they were 
bound to trench on the administrative sphere, and the provincial 
Governments strongly objected to even the faintest shadow of such 
interference, r It was under such apprehensions that most of the 

^ Oircular letter of 24 October 1901, Decentralization Compiwsion Report* ?ol I. 

p. 116. 

® DecentmlimUon Oommission Report, vol. X, p. 190, 
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provincial Governments warned the Decentralization Commissioners 
of this possible danger. As the Chief Secretary of the Madras 
Government pointed out : * There was a tendency to issue direct 
iiistrnctions to heads of departments which are likely to be con- 
strued into orders and which weaken the authority of the local 
Government.’^ Some provincial Governments even doubted if 
the Inspector-General ‘ could obtain such knowledge of the systems 
of the different provinces as to render them thoroughly trustworthy 
advisers in regard to the very diverse circumstances and conditions 
of each The central Government was liable to use these officers 
as a fresh administrative agency to interfere in the work of strictly 
provincial departments like police, irrigation, sanitation, education 
and agriculture; and if that was done local initiative would be 
deadened and a lifeless nnifoimity and timidity would take its 
place. The provinces indeed admitted that some agency was 
rec|uired to co-ordinate the activity of the various Governments in 
any particular sphere, but it was urged that this could be effected 
by occasional conferences of the heads of provincial departments. 

The Decentralization Cornmissionei's, however, while agreeing 
that these imperial inspecting officers should not have the right 
to interfere in the administrative sphere, affirmed that they were 
necessaiy to give technical advice, especially as these departmental 
heads were often selected for their administrative ability. They 
laid down the following as the proper function of the imperial 
Directors-General and Inspectors-General : 

(i) The charge of expeiiments and research which the 
Government of India desire to carry out directly, and 
the supervision and co-ordination of subsidiary research 
in the provinces. 

fii) The establishment of bureaux of information with 
special regard to the needs of imperial and provincial 
administrative departments, and the dissemination of 
useful information, 

(iii) The furnishing of advice and information to the Govern- 

ment of India in regard to technical matters of which 
tlie Inspector-General has special knowledge. 

(iv) The furnishing of full and rea% assistance to provincial 

Governments and their officers, either in response to 
inquiry or on his owm initiative. 

(v) Inspection, throughout India, in respect to matters 

falling within his sphere.^ 

Although the Decentralization Commissioners powerfully 
affirmed that the existence of these Imperial officers ‘ need not 
and should not bri,ng about any greater degree of cmtralization/ 

^ ibid., vol. II, 1 ^ 328. Examples of siicb interferersce were also given — G-.O. 
Nos. 1893 eTiidicial, 17 November 1896 1 also see ibid., p. 245. 

ibid., vol. I, p. 1B9. 
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it cannot be denied that in actual practice it was almost impossible 
for these officers to discharge their duties efficiently without thereby 
strengthening the forces working for centralization ; and this 
explains why well-known administrators like Sir Denzil Ibbetson, 
Governor of the Punjab, expressed their uneasiness at the growth 
in the number and powers of these imperial officers P As we 
shall see in the next chapter, these are inevitable tendencies in 
certain stages of administrative evolution. 

§9. The Attitude of the Provincial Governments 

Thus, in spite of the increased delegation of financial powers to 
the provincial Governments and local authorities, the control of 
the Government of India remained intact and there was no 
diminution in the interference with provincial administrations, of 
which there were repeated complaints soon after India came under 
the Crown. The anthority of the Government of India was 
complete ; it was * almost co-extensive with the whole sphere of 
operation of the provincial Governments.’ 

It is true that the central control over the presidency Govern- 
ments was less detailed than that exerted over the other provinci'a! 
Governments. The presidencies were still allowed direct corres- 
pondence with the Secretary of State, a privilege which they 
had always enjoyed, but after 1860 that was circumscribed within 
narrow limits, and every opportunity was taken for weakening it. 
In 1871, the Government of India recommended a substantial 
curtailment of the presidency privileges and wanted that all 
correspondence between the presidencies and the Secretary of 
State should go through the Grovernment of India, and a though 
this was disallowed by the Secretary of State (Duke of Argyll) on 
the ground that it would lower the status and impair the authority 
of the presidencies, the occasion was utilized for drawing up 
detailed rules, governing the exercise of those privileges. Thus 
(1) in matters relating to the creation of new offices and the grant 
of salaries, gratuities and allowances in which the statutes and 
orders then in force precluded the Governments of Madras and 
Bombay from direeWy corresponding with the Secretary of State, 
all correspondence must proceed through the Government of India; 
and the same was to be the case with regard to the army and 
foreign relations,* but (2) in regard to other matters, there was 
to be no restriction on direct correspondence, provided a reference 
was made in the first instance to the Government of India. If such 
reference was not made, the Secreta^ of State would not pronounce 
a decision without previously obtaining an expression of opinion 
from the Governor-General in Council. In "the event of the 
presidency Governments not being able to acquiesce in the decision 


^ ibid., p. 1S8; and vol. IX, appendix v, p. S37. 
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of the Government of India, they should not only move the central 
Government to refer the point at issue to the Secretary of State, 
but should send that dispatch through the Government of India. ^ 
In this manner, the presidency privileges were whittled down 
and the difference betwen presidencies and other provinces became 
narrower as time advanced. 

This change of status was particularly felt by Bombay which 
had previously exercised semi-sovereign privileges in regard to the 
spending of money, and even in regard to the relations with 
foreign powers.^ Bad relations between Bombay and the 
Government of India continued, Bombay gave vent to its feelings 
in a memorandum submitted to the Decentralization Commission, 
from which the following passage is relevant : 

A government not entrusted with the power to decide whether 
one of its servants may make a certain investment without infringing 
the spirit of the Public Servants’ Rules, or to settle whether a mining 
concession may be allowed in a native state under its control, not 
permitted to appoint a watchman on Es. 10, debarred from sanction- 
ing a sum of Rs. 10 to meet expenses incurred by a lady doctor, 
deprived of final direction in settling the number of police orderlies 
to be attached to its police school, and liable to be overruled on 
the situation of a stair-case erected in a government bungalow, 
and on the rent charge to be levied from the occupant, is evidently 
an expensive and useless excrescence upon the system of administra- 
tion in India. 

They therefore held that either such a Government (i.e., pro- 
vincial) should be given full powers, or should be abolished and a 
single officer with limited authority^ appointed. 

Other provincial Governments also pointed out the unfairness 
of the restrictions placed on them, particularly the Madras 
Government, which like Bombay, had memories of autonomy in 
the past. But as usual, Madras put its complaints mildly and 
preferred persuasion to protest.^ 


^ Letter from the Secretary of State to Madras and Bombay, 17 tJiine 
1872. 

® Government of India’s letter to the Secretary of State, 7 September 1871, 
p. 7. 

® Minutes of Evidence, vol, IGII, p. 230. Further examples 6i provincial 
‘ incompetency ’ were quoted by the Bombay Government. It could not settle the 
status of a local fund vaccinator, the location of a rural liquor shop, the number 
and distribution of police posts, the fees to be drawn by medical officers attending 
native gentlemen and it could not dispose of a complaint of unsympathetic treat- 
ment in a Government Hospital; nor could it control the movements of even 
Indian Chiefs under provincial supervision. This exaggerated picture of interference 
is no doubly based upon some specihe eases, but tlie picture seems over-drawn. 

^ It is significant that about th^t time (1907), the inequity in regard to shares 
of revenue involved in ^h© settlements with Madras and United Provinces was 
rectified. The difference in the attitudes of the Bombay and the Madras Govern- 
ments towards ^the centra! Government has always been noted. Compare Becentra^ 
Umtion Commission B&port (1908), vol. X, p, 178, with the Eeport of the Select 
Committee on East India Finance (1878), pp. 86, 54 and passim. Persons change, 
yet traditions remain! 
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§10. The need for central control 

No doubt the provincial GovernmentB had reasonable cause 
for complaining about the meticulous interference with their ad- 
ministration, but one feels that they did not always fully realize 
the constitutional implications of the responsibility that the 
Government of India had for the administration and revenues of 
India. The provincial Governments were indeed responsible for 
law and order in their own territories, but the central Government 
were answerable to the British Parliament through the Secretary 
of State not only for law and order but also for the financial 
solvency of the whole country, including the provinces. As Sir 
James Westland, Finance Member, maintained in his answer to 
a Bombay representative in the imperial Legislative Council in 
1897 : ‘ the revenues of India are the revenues of the Government 
of India — ^its constitutional possession. Every action that the local 
Government takes in respect of them must be justified by a specific 
order of the Government of India True, certain limited powers 
were delegated to the provinces for the convenience of the central 
Government and with a view to a harmonious relationship between 
them and the provincial Governments, but it was only a delegation 
and not a relinquishment, and therefore the further decentralization 
proceeded, the greater became the necessity for the central Govern- 
ment to keep the ultimate control within their own hands. 

Sir Alexander Mackenzie, Governor of Bengal, was unable to 
understand how a Government like his, ruling over seventy 
million human beings, was not fitted to have an autonomous 
financial system. But the size of the province did not make any 
difference to the constitutional position. It vras pointed oiii that 
the Municipality of Bombay had a freer hand in finance than the 
Government of the Bombay Presidency. This was true in a real 
sense, but the reason is clear. 

As explained in chapter VII, the Government of India Act 
of 1858 vested the entire financial responsibility for India in the 
Secretary of State in Council, and so long as that remained intact, 
no further devolution of powers on the provincial Governments 
was possible. The reasons for maintaining that authority intact 
have been explained before. Suspicion of officials is ingrained in 
the British mind; and it was held as an axiom that all Governments 
must be ultimately controlled by the people. The people of India 


^ Financial Statement (1897-8), p. 110, Strange as it might appear, the 
Bombay Government went to the extent of questioning the * theory ’ that all 
revenues^ were^th© property of the central G-overnment. It said: ‘ This is a 
fallacy similar '"in nature to the frequent assertion that jihe powers exercised by 
the Government of Bombay have been derived by devolutfon from the Government 
of India. ... On the contrary, the Bombay Government possessed very wide 
powers which have been absorbed by the Government of Iftdia.’ DeeentfaliBafmi 
Cemmission Report^ voL "VIII, p. 2B0. One cannot really understand how, and 
why, the Bombay Government ignored the Charter Act of 1838. 
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were considered to be unfit for exercising such a check on their 
government, and therefore it was the duty of the British people 
to control Indian administration through their representatives in 
Parliament. Hence the vigilant eye that Parliament always had 
on India , and the proneiiess to ‘ pull up ’ even the highest officials 
of the Crown when the least thing went wrong. John Stuart 
Mill expressed this trenchantly in a weighty minute. ‘ Being un- 
able, consistently witli the good of the people of India, to allow 
them any control over their rulers, Parliament is under the most 
binding obligation to exemise such control for them.'’^ 

Mill wrote the minute above quoted, in 1866. After that the 
Indian Legislative Council w^as enlarged in 1892, and the number 
of Indian members was increased. Great social and political 
changes had come over the country. Political unity had been 
growing and the Indian National Congress, which was founded in 
1885, was rousing the national aspirations of the people. The 
India of 1905 was not the India of 1865. It was perhaps time, 
therefore, to transfer a part of the Parliament’s responsibility to 
the people of India acting through their elected representatives. 
This was soon recognized, and as we shall see in the next part, 
steps were taken to strengthen the legislative bodies in India and 
increase the powers of the provincial Governments. 


^ Parliamentary Paper, LVT of 1876. Mill wrote the Minute in connexion with 
the controversy between the Secretary of State and the Government of India on 
the question of indigo contracts. 
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CHAPTEE XXII 

DEGENTEALIZATION COMMISSION AND AFTEE 

§1. The Decentralization Gommissio^t 

SooK after Lord Ciirzon left India, the overweening powei's of 
ilie central Government over the provincial Governments became 
the subject of repeated complaints fioin the latter and caused con- 
siderable tension in the relations between them. The new 
Viceroy, Lord Minto, was no professional politician, but was a 
keen sportsman and had a thorough knowledge of English local 
admmistration, in which he had taken an active part, and acquain- 
tance with the federal Government of Canada, of which Dominion 
he had been Governoi’- General. He fully realized the impasse 
into which the provincial Governments were pushed by the policy 
of centralization, and decided to appoint a departmental committee 
to inquire into the financial grievances of the provinces, but before 
this materialized a Eoyal Commission was appointed for the pur- 
pose in England. The reason for this was the change of policy 
at Whitehall. The Libei’als had come into power with a thump- 
ing majority and the traditional policy w^as to favour political 
reform and conciliation in India. The new Secretaiy of State for 
India, John (later Lord) Morley, was an exponent of this policy. 
By temperament, Morley w^as against the apotheosis of efficiency/ 
and naturally he preferred a policy of decentralization to one of 
rigid central control. The object of the Commission, however, 
was limited to the improvement of the provincial Governments* 
relations with the central Government and its terms of reference 
did not extend to tlie more fundamental question of the control 
exerted by the India Office over all the governments in India. 
Without rectifying the latter, it was not possible to improve the 
former; for the rigidity of centralization was largely due to 
the control of the Home authorities, and it was there that 
the evil started. In the result, the purpose of the Com- 
mission was practically defeated; since the core of the problem 
could not be touched, it was only possible to prescribe 
palliatives. However, the report and proceedings of the Com- 
mission are a mine of information on the financial administration 
of India. 


^ III hifc speecii m the*' House of Holds, 23 February 1909, Lord Morley, while 
agreeing that from the point of view of efficiency, Lord Curzon's Indian Viceroyalty 
^B,8 a great success, gave his opinion that Cnrzon left in India a state of things ‘ not 
completely satisfactory sVieh as would have been the crowning of a brilliant career 
Keith’s Speeches on Indtan Policy ^ vol. II, p. 89. 
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The griavatices placed before the Commissioners^ related to 
(1) the system of ‘ divided heads h (2) the policy of giving grants 
(doles) to the provinces, (8) budgetary restrictions, (4) the inability 
of the provinces to tax and borrow on their own account, (6) tlie 
rigour of codes and regulations, and (6) the unequal treatment 
of the provinces. They inquired laboriously into each of these 
grievances, but found that within the restricted terms of reference 
by which they were bound, they could not recommend any radical 
reform. 

The evils arising from ' divided heads ’ have been described 
in a previous chapter. The Commissioners gave the fullest con- 
sideration to this question. Many responsible persons, including 
some provincial authorities, suggested that the complete provincial- 
ization of tlie divided heads was the proper remedy. To meet the 
deficit in the central budget, they proposed the levying of provincial 
contributions on the basis of the matrikular Beiirdge system of the 
German Empire. Some suggested that the contributions should 
be lump sums calculated as percentages of provincial revenues,^ 
others favoured a fixed sum revisable periodically,^ and yet 
others recommended a fluctuating contribution calculated upon 
the population, or wealth, or the revenues of the different 
provinces.'^ 

In favour of a lump sum percentage it was pointed out that it 
would provide for growing revenues to meet growing expenditure, 
thus giving greater elasticity to provincial finance; and that any 
desired modification of the provincial settlements could thereby be 
effected more easily. The Commissioners questioned the advisabi- 
lity of shifting revenue heads already fixed as imperial or provincial, 
and even in regard to modifying the system of divided heads, they 
found two principal objections, namely, that the percentages as 
between the various provinces could not be uniform, seeing that in 
the case of a unitary Government as in India the licher and more 
advanced provinces should necessarily contribute a larger propor- 
tion of their revenues to the central Government than the poorer 
and more backward provinces; and secondly that in the cii’cum- 
stances of the time it was impossible to make the whole resources 
of the provinces dependant upon growing revenues. Additional 
grants were often made to the provinces for caiTying out adminis- 
trative reforms; and to convert such fixed grants into a reduced 
percentage of the total provincial contribution ‘ would involve an 


^ The member!? of the Commission were Mr (later Lord) Hoblioiise, Chairman, 
Sir Frederic Lely, Sir Steyning Bdgerley, Mr B. C, Dutt, Mr W. A (later Sir 
William) Meyer, and Mr W. -L. Hichens. Originally Sir Henry Primrose was 
appointed Chairman, but he resigned before beginning work. 

^ Report (fnd Proceedings of the Royal Conimissmi on Decentralization^ voL IX 
(Lahore), pp. 178-81. 

* op. eit,, vol. IX (Lahore), pp. 1647 ; voL VIIT (Bombay), pp. 1142 (Chief 
Secretary); pp. 66-7 (O. K. Ookhale); pp. 89-91 (Sir Ibrahim Bahimfcoola). 

* op. cit., vol II (Madras), p* 305 (Sir B. N. Sarma). 



DECENTRALIZATION COMMISSION AND AFTER 289 

enormous amount of laborious calculation and often a considerable 
degree of controversy 

The second alternative of a fixed sum revisable periodically was 
regarded as impracticable by the Commissioners; for, such periodical 
revisions would often entail enhanced contributions and this would 
certainly lead to recurring controversies between the central and 
the provincial Governments, like those which arose at successive 
revisions of the coiit3*aet before 1904. The third alternative of a 
fluctuating subsidy appeared to the Commissioners to be even more 
objectionable, as they feared that a contribution on a population 
basis vroiild be unfair to the relatively undeveloped provinces and 
there was no accepted or practicable method for accurately assess- 
ing the comparative wealth of the different provinces. They also 
feared that there would be an undesirable element of uncertainty 
in the provincial finances, if any such fluctuating subsidy were 
adopted. 

The proposal of a contribution from the provinces to the central 
Government appeared altogether unsuitable, as it would be in the 
nature of a tribute, and this was inconsistent with constitutional 
realities. 

The Commissioners wmre, on the whole, right in rejecting the 
matrikular Beitrage system. Even in federations, such contribu- 
tions have not lieen popular; the separation of resources is 
the right basis of federal finance. The Indian constitution 
wras still unitary, and the existence of large and well-equipped 
provincial Governments did not make any difference to the 
constitutional position. Anything in the nature of provincial 
contributions was bound to create grumblings and inter-provincial 
jealousies. 

A possible alternative to ‘ divided heads * was to assign to the 
provinces a few heads of revenue. This was criticized by Mr 
J. S. (now Lord) Meston.^ If the provinces depended solely on 
one big item like land revenue, a severe famine might make them 
bankrupt. In his opinion, * the financial interests of the imperial 
and provincial Governments were brought as nearly as possible into 
unison ’ by the system of divided heads. He also tliought that the 
system made for financial stability. After a full consideration of 
the question, the Commissioners resolved not to recommend ‘ any 
sudden or violent change ’ in the system of divided heads. How- 
ever, they found no objection to convert unduly large fixed assign- 
ments into shares of growing revenue, as they thought that fixity 
of assignments was inconsistent with the expansion of expenditure 
inevitable in provincial services. Not only were existing services 
expanding, but additional financial responsibility (e.g. in regard 
to irrigation) was likely to be laid on the provincial Governments, 

• 

^ This and the paragraphs immediately following are summarized from the 
Report of the Commission, ch, iii. 

^ op* cit., voL IX, pp. 1264. 

19 
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la these circumstances they suggested the gradual provincializatioii 
of a divided head like excise or forests. 

§2. Financial Restrictions on the Provincial Governnients 

The restrictions on provincial budgeting caused considerable 
friction in the relations between the central and the provincial 
Governments, and a relaxation of them was urged on the Com- 
missioners, but wdthout success. They thought that this was a 
necessary corollary of the system of divided heads. ‘ While imperial 
and provincial finances remain as closely intertwined as at present % 
they said, ' it is essential that the estimates of the local Govern- 
ment should be incorporated in the Imperial budget, and be sub- 
jected to revision by the predominant partner'.^ They admitted, 
however, that the Government of India should avoid making un- 
necessary changes in the estimates of the provincial Governments. 

The claims of certain provincial Governments to be allowed to 
levy taxes and borrow on their own account were also rejected by 
the Commissioners as inconsistent with the constitutional and 
financial framework of British India at the time. It was pointed 
out to them that, if the provincial Governments were allowed to 
borrow, they could tap fresh local markets and thus raise money 
for important local projects which had been long waiting, but the 
Commissioners could find no indication that there was much local 
capital awaiting investment. Strictly speaking, there were no 
separate sources of revenue on the security of which the provinces 
could borrow; the Government of India raised money on the 
security of the whole of the Indian revenues, provincial as well as 
central, and its credit was likely to be undermined if the provinces 
were to borrow on their own account. 

The Commissioners admitted that there w^ere numerous vexa- 
tious restrictions on the liberty of action of the provincial 
Governments in such matters as new appointments, raising salaries 
and increasing establishments; and they suggested an enhancement 
of the powers of both the central and the provincial Governments 
in respect of them. In the case of ‘ provincial ’ and ‘ subordinate ' 
services, there was no need for uniformity between the different 
provinces, and the recruitment to these services need not require 
the sanction of the Government of India. They therefore recom- 
mended that in the case of those services, the provincial Govern- 
ments should be given freedom to abolish appointments or reduce 
the emoluments attached to them, and to create, abolish or reduce 
the pay of certain classes or grades of officers. 

It was admitted by the Commissioners that some of the Civil 
Service Eegulations were too rigid and complicated, and that they 
curtailed the freedom of the provincial Governments too much, and 


^ op. cit., vol. I, p. 40. 
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they recomaiended that these rules should be revised with a view 
to relaxing some of the restrictions. Similar proposals were made 
also for increasing the powers of the provinces in regard to public 
works. Concerning ‘ doles ’ they were not prepared to suggest any 
material alteration, although meticulous interference was admitted 
to be harmful. 

It was clearly pointed out that a fundamental difficulty in the 
way of greater relaxation of central control was the fact that the 
Indian legislatures did not have effective control over finance. If, 
in the near future, wider powers were given to the Councils (a 
proposal which w^as then under consideration), the Commissioners 
were prepared to recommend that the provincial Governments 
should be given greater control over their budgets, and should be 
allowed to tax on their own account, and be given even wider 
latitude in regard to provincial and subordinate appointments and 
minor establishments. But without effective popular control from 
below they were not prepared to recommend any great relaxation 
of the control from above. The Secretary of State’s powers had 
therefore to be maintained intact, and only minor measures of 
decentralization w^ere therefore practicable in the circumstances.^ 

With a view to effecting the relaxation of central control pro- 
posed by them, the Commissioners suggested that a general Act 
of Delegation should be passed. If each item was separately taken 
up, it would clog the legislative machinery of India with petty 
amending bills for many years, but a general Delegation Act like 
the Sind Act of 1868 would, they thought, afford a convenient and 
elastic machinery for legislative decentralization.^ 

§3. The Permanemi Contracts ^ 1912 

The proposals and recommendations of the Decentralization 
Commission were long under consideration, and Lord Hardinge 
gave effect to some of them by means of Government orders and 
resolutions. The Financial Kesolution of 1912 and the Local Self- 
Government Eesolution of 1915 were two noteworthy attempts at 
restating policy. 

Although the Commissioners did not see fit to recommend any 
radical reform of the quasi-permanent contract system, Lord 
Hardinge in 1912 took the bold step of declaring the settlements 
permanent, and thereby did away with a system which for long 
caused considerable bickerings between the Government of India 
and the provinces. 

In a dispatch of 1910,^ the Government of India explained the 
circumstances which called for reform. The quasi-permanent 

^ op. eifc., voL I, pp. 80-1. 

^ op. cit., voL I, pp. 143-6. The Sind Acfc referred to is Act V of 1868 (India) 
which permits the Bombay G-overnment to devolve upon the Commissioners of 
Sind any fnnetions nested in them by Acts of local application. 

^ Letter to the Secretary of State, M November 1910 (No. 310). 
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settlements of 1904 were, on the whole, successful and they allayed 
friction between the different governments to a great extent; and 
if in some provinces the contracts were disappointing, that was 
due to exceptional circumstances. It could not be claimed, how- 
ever, that the declaration of quasi-permanency had led to economy 
on the part of the provinces, as was expected. The continuing 
extravagance was perhaps a legacy from the old quinquennial 
settlements. Or was it due to the prefix ' Quasi ’ , w4icli implied 
that the settlement might be revised when needed and probably 
had a psychological effect on the provincial Governments?^ In 
any case, the Government of India definitely decided in favour of 
permanent settlements with the Provinces and disclaimed all in- 
tention of profiting by their frugality. It was expected that this 
would give the provinces a powerful incentive for economizing 
their resources. 

However, it was not possible even in 1912 to make an absoluteh 
permanent settlement in view of the many disturbing influences 
affecting Indian finance. The conditions under which modifica- 
tions might be made were greatly simplified and defined, ‘ Wide- 
spread famine whose periodical visits still defeat our caleiilations, 
will have to be met when necessary by special arrangements for 
the succour of a distressed province from imperial funds/ Nor 
did the central Government forget their own embarrassments. ‘ On 
the other hand’, they said, ‘the Government of India may at 
times be compelled to call on the provinces for assistance in case 
of a great war or a great financial crisis.’ Apart from these 
special emergencies, the settlements were declared to be ‘ fixed, 
rigid, and permanent 

The Eesolution of 1912 also »went into the thorny (|iiestioiis of 
budget restrictions and fixed assignments, and greatly relaxed the 
iron grip of the central Government on the provinces. 

Provincial budgets were not in future to be so minutely con- 
trolled by the Finance Department of the Government of India as 
had been the practice heretofore. Modifications were to be con- 
fined to the total revenue and expenditure in the local Goveiii- 
ment’s estimates, and to the figures of the few major heads in 
which the imperial exchequer had a share. Nevertheless, there 
were still to be some restrictions. The provincial Governments 
were not to budget for a deficit in their current revenue and 
ex|>enditiire unless the central authority was satisfied that the 
excess of expenditure was due to a wholly exceptional non- 
recurring cause. If the deficit involved a reduction of the pro- 
vincial balances below the prescribed minimum, suitable arrange- 
ments were to be made to*^ restore it. Overdrafts on the general 
finances of India were no longer to be, allowed. If for a ‘ special 

J lietter to tlie Secretary of State, 22 November 1910. 

- Nmaneial Statement for 1911-12, pp. ld-17. waar promulgated in tlie 

Besoliition of 18 May 1912, 
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and temporary ’ reason a province was allowed to overdraw, it 
should be in the form of a short loan from the imperial exchequer, 
for which intei’est mnst be paid. But, at the same time, the 
central Government would not pay interest on the provincial 
balances left with them. 

The Government of India admitted the evils of fixed cash 
assignments, especially on account of their unwieldy size, and on 
the lines of the recommendation made by the Decentralization 
Commission they undertook to convert, in whole or in part, unduly 
large assignments into shares of growing revenues as soon as the 
state of the imperial finances peimitted.^ This was specially kept 
in view in the case of those provinces with an unsatisfactory 
financial position. It was calculated that assignments amounting 
to Es, 3‘5 crores would be thus comm led. The Government 
hoped that in this way the normal annual growth of the resources 
of each province would be brought much closer to the normal 
ratio of growth in its expenditure. 

The practical step taken in 1912 for achieving this end was 
the provincialization of forest revenue and expenditure. In addi- 
tion to it, excise was provincialized in Bombay and was made 
three-fourths provincial in Central Provinces and United 
Provinces. Land revenue was made one-half provincial in the 
Punjab and five-eighths in Burma. Certain minor chauges also 
followed. 

The Government of India were also prepared to modify slightly 
the conditions under which special grants were made to the 
provinces. They accepted the Commission’s recommendations in 
regard to the relaxation of the excessively strict control of the 
central Government over the provincial estimates drawn up for 
the utilization of those grants. Nevertheless the Government of 
India found it impossible to leave ihe provinces to use the grants 
in whatever way they liked. * When, for example ’ said the 
central Government, * considerable sacrifices have been incurred in 
order to raise money for education, it could not contemplate with 
equanimity its expenditure upon hospitals or bridges.’^ However, 
they undertook to abstain from the minute and meticulous 
examination of the kind deprecated by the Commission. 

The central Government were not prepared to give the provinces 
any power of taxation. It was admitted that such a power was 
indispensable for a really decentralized system of finance, and 
also that in grave emergencies provincial taxation would be 
justifiable. But under existing conditions, no such change was 
possible. 

In another way also, the provincial* Governments were given 
some concession. Till 1907. famine relief was wholly •a provincial 
charge, and the central Government stepped in only when a 

^ However there w^re qiialifymg conditions (see Resolution, para 6). 

® See Eesolntion, 18 May 191S. 
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province had exhausted its own resources. In 1907 a new famine 
insurance scheme was devised, by which the Government of India 
placed to the credit of each province liable to famine a fixed 
amount, on which it could draw in case of famine without trenching 
on its normal resources. When this fund was exhausted, further 
expenditure was to be shared equally by the central Government 
and the provincial Government concerned, and in case of grave 
necessity the Government of India were to give further assistance 
to the province from its own revenue. The total amount allotted 
for this purpose annually was £250,000, which was roughly the 
average annual expenditure incurred on famine relief during the 
previous twenty-five years. This amount was annually debited to 
provincial revenues under the head, Eeduction or Avoidance of 
Debt, the share of each province being entered to its reserve of 
credit with the central Government. Thus each province could 
accumulate, up to a certain amount, a reserve of credit on which 
it could draw in times of need. 


§4. The Unequal Treatment of the Provinces 

Certain provincial Governments pointed out to the Decentralisa- 
tion Commission that there was considerable inequality in the 
distribution of tax-burdens between the diffei'ent provinces. 
Bombay was formerly the loudest to complain in such matters; 
this time its complaints were as loud as ever, but the cause of 
complaint was no longer unequal treatment — ^it was handsomely 
treated as compared to the rest of India — but that it was not given 
more autonomous powers. Complaints of unequal treatment came 
chiefly from the United Provinces which claimed ihat it had to 
shoulder much more than itKS legitimate share of the imperial 
expenses. The Government of Madras, never too noisy in venti- 
lating its grievances, exhibited an inexplicable forbearance on this 
occasion; for, although non-olBcial witnesses like Mr (afterwards 
Sir) B. N. Sarma inveighed against the infustice done to Madras, 
the official memorandum scrupulously avoided any reference to 
its longstanding grievances. Yet the Government of India them- 
selves admitted in their letter to the Secretary of State in 1910 
that Madras and the United Provinces were * bearing the bruni 
of the financial burden of the Empire’.^ In 1910 the various 
provinces contributed very unequal percentages of their revenues 
to the central Government, but in the case of some provinces a 
large part of the revenue ^thus contributed returned to them. In 
the following table, column 2 shows the percentage of the total 
revenue coriections in the province which went to the central 
Government, and column 3 shows the proportion that the total 

* Letter from Madras, 22 November 1910. 
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Government expenditure in the various provinces bore to the total 
revenue of the province. 


Provinces 

Percentage 
of revenue 
contributed 
to the central 

Percentage 
of revenue 
spent in the 
Province 


Government 

Madras 

... 49-23 

57 

U nit ed Pro vi nces 

... 48-77 

60 

The Punjab . . 

... 48-10 

84 

Bengal 

... 36-8G 

76 

Burma 

... 35-07 

83 

Bombay 

... 34-19 

76 

Eastern Bengal and Assam 

. . 34-19 

72 

Central Piovinces ... 

... 30-94 

82 


The above table brings out the great inequality of tax burdens 
in the provinces. Bombay and Bengal, the two wealthiest pro- 
vinces in India, were well off. The Punjab and Burma made a 
larger proportional contribution, but this was made up by the 
Government of India spending more generously in those provinces. 
Madras and the United Provinces contributed heavily to the central 
Government’s fisc, but the proportion of revenue spent within 
their territories was the lowest. Thus the central Government 
were carrying out a redistribution of income between the different 
provinces. 

The unequal treatment in the matter of the provincial contracts 
has already been mentioned. According to the terms of the 
contracts of 1904, Bombay received one-half of the revenues under 
the heads land revenue, stamps, excise, income-tax and forests, 
while Madras had one-half of the stamp revenue and only one- 
fourth of the other four. Subsequently the matter was pressed 
upon the attention of the Government of India and in 1908, just 
when the Decentralization Commission was touring in India, 
Madras was given one-half of all these items of revenue. This 
equality of treatment, however, was shortlived; the permanent 
settlement of 1932 was not favourable to Madras. Both Madras 
and Bombay obtained the whole revenue under forests and regis- 
tration fees and one-half of various other items, but in the case 
of excise, Madras was given only one-half of the revenue while 
Bombay was allowed to retain the whole of it, less a fixed assign- 
ment equal to one-half of the revenue accruing at the time of the 
settlement. The difference was not small; for, had Madras been 
given the same terms as Bombay, its revenue in 1^939-20 would 
have been Es. 95 lakhs more than it actually was in that year.^ 

^ Parliamentary Paper— Bast India Constitufeidnal Deforms (Financial Delations), 
C 974 (1920), p. 31. 
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In the matter of grants also, certain provinces were treated 
rather liberally, while others were comparatively neglected. The 
following table shows this fact : 

Total Grants for Education for the Period 19] 1-12 to 1919-20 

Province Population Eecurring Grant 

Madras ... ... 41 J millions Pts. 28-50 lakbs 

Bengal ... ... 45| ,, 41-81 ,, 

Bombay ... ... 19| „ ,, 21-45 ,, 

Nor was Madras better tiBated when the opium surplus in 
191041 was distributed in March 1911; it received only 11 lakhs, 
out of a total of 147 lakhs for education and sanitation, and 
nothing out of Es. 104 lakhs distributed among the provinces for 
other purposes.^ 

The Government of India defended the existing inequalities on 
the ground that they were the inevitable result of circumstances 
and not the outcome of any favouritism. The revenues of India 
constitutionally belonged to the central Government and were 
meant for the administration of the whole country, and it 
was inevitable that the central Government should draw additional 
revenue from those who were able to pay and spend it on those 
who were needy. Yet, in their opinion, this policy was not pushed 
to such lengths as ‘ to starve one province in its necessities in 
order to load another with luxuries'.^ Any sudden rectification 
of these inequalities would cause confusion to the provinces. If, 
for instance, a contribution of only 40 per cent, of the total revenue 
of every province were levied by the central Government, as was 
suggested by certain persons to the Commission, it would have 
resulted in ‘ the bankruptcy of the Central Provinces, at one end 
of the scale, and at the other an influx of wealth into Madras 
which that province would find great difficulty in utilising 

Of these arguments one certainly had some validity. So long 
as India was not a federation, it was perfectly legitimate for the 
central Government to use the revenues in whatever ways they 
deemed essential for the' peace and security of the Empire. It 
was also in conformity with orthodox canons of taxation to apportion 
the tax-burden according to ability to pay. But this point was 
rather neglected by the central Government. Bengal and Bombay 
were the wealthiest provinces in India, and what was even more 
material, their wealth was derived from industry and commerce; 
but the burden of taxation fell more heavily on the poorer agri- 
culturists of Madras and the United Provinces, While land was 
rather heavily taxed, at least' in some provinces, industry and 

trade had only light burdens to bear as the income-tax was still 
€ 

^ Govemmenfe of India, Financial Statement (191142), p. 170. 

® Financial Eesolution (1912), para 7. 

« Letter from the GoYernment of India to the Secretarf of State, 22 Novem» 
her 1910, 
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undeveloped. The statistics available for comparing the incidence 
of various taxes are far from perfect, but judging from the figures 
available, there were great inequalities, as between provinces. The 
assessment per cultivated acre was as low as 10» as. in the Central 
Provinces, and even in Bombay, it amounted to only Ee. 1-5-7, 
but in Madras it was Es. 2-8-11. The statistics of many other 
taxes tell the same tale. The excise on country spirits, for 
example, was Es. 11-2-2 per proof gallon in Madras, whilst it was 
much lower in most other provinces. Bengal levied only Es. 9-13-7 
per gallon, and the levy in Bihar and Orissa was as low as Es. 4-4-4 
per gallon. The tree-tax which brought in a revenue of Es. 105 
lakhs in Madras w’^as not levied in several other provinces. Madras, 
again, retained the mediuBval system of levying tolls, which brought 
in Es. 25 lakhs. Nor was the level of income-tax lower in Madras 
than in other provinces, as was often supposed. This is clear 
from the fact that the Nattukottai Ghettiars who did business botli 
in India and in Burma preferred to pay their income-tax in Burma, 
as those shrewd businessmen found that they could escape two- 
thirds of the tax thereby.^ In the case of local taxation also, there 
were inequalities in the burdens borne by the different provinces. 
In the following table, the comparative burden of land revenue per 
acre of cultivated land and the per capita burden of local taxation 
in the different provinces 1915-16 are shown : 


Land revemie Local 

burden per taxation 

eiiltimted acre^ per head^ 



Es. as. 

ps. 

Es. 

asps. 

Madras (ryotwari) 

..2 8 

n 

0 

6 

1 

Bombay (ryotwari) 

..15 

7 

0 

6 

3 

Bengal (zamindari — permanent) 

.. 0 15 10 

0 

3 

8 

United Provinces : 






Ouffii } — temporary) 

f 1 13 
1 1 15 

8 

3 


3 

8 

Punjab (zamindari — temporary) 

Bihar and Orissa (zamindari — 

.. 1 12 

1 

0 

6 

9 

permanent) 

Central Provinces (zamindari — 

..0 7 

11 

0 

3 

8 

temporary) 

.. 0 10 

0 

0 

4 

6 


The Government of India feared that a revision of the existing 
settlements on an equitable basis would produce * an influx of 
wealth into Madras which that province would find great difficulty 
in utilizing h Apparently the central ^Government assumed that 

^ Tliis is based on an estimate by the Collector of Ramnad. Letter from the 
Government of Madras to the Government of India, 1 June 1920, Annexnre 3, 
para 19. See Parliamentary Paper (C 974), 1920, p. 32. 

® Agfieultiiral SMstics of India {1916-16), voL I, pp. 8-9. 

® Statistics of British India (1919), vol. TV, p. 200. 
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expenditure in Madi^afi had been already pushed to the highest level 
needed for normal efficiency. Yet the facts were quite the reverse. 
With a population of 4J.J millions, Madras spent only Bs. 9*60 
crores in 1919-20, whilst Bombay wuth a population of 19J millions 
spent Es. 10*52 crores. The expenditiu'e per head of population 
in Madras on education, police and medical relief was less than 
half that of Bombay, and this was more or less true of sanitation, 
and certain other important heads also. As the Government of 
Madras put it in the letter already cited : ‘Progress has been 
delayed in almost every direction. There is only one elementary 
school for boys for 681 of the total male population. There is 
only one qualified ieacher for 68 boys under instruction. There is 
only one drainage scheme outside the Presidency town, which 
itself is only partially drained. The benefits of whaler supply have 
been extended only to 27 out of 75 municipalities. There is only 
one qualified medical practitioner for every 22,000 of the popu- 
lation.'^ Thus, by starving the most essential public utility 
services Madras contributed liberally to the imperial exchequer. 
Further, the salaries in the subordinate services were lowest in 
Madras, and had not been raised to make up for the increased cost 
of living. 

One cause of the lower level of expenditure in Madras was the 
relatively larger size of districts, and consequently the smaller 
number of collectors, judges and medical officers in that presidency. 
The following table will illustrate the extent of the expansion of 
administrative machinery in the different provinces.^ 



Numder of 

Average 

Average 

Province 

population 

area per 

districts 

per district 

district 



(millions) 

(sq. miles) 

Madras 

... 25 

1-86 

5,600 

Bombay 

... 26 

•84 

4,780 

Bengal 

... 28 

1-79 

2,821 

United Provinces 

... 48 

1-01 

2,229 

Punjab 

... 30 

•78 

3,300 


To have more policemen, registration offices, and court houses 
may be a doubtful blessing for any country, but to have more 
schools, experimental farms, irrigation works and hospitals can 
only mean greater social welfare. When districts and divisions 
are too large, administration cannot be of an intensive type, 
and such districts, naturally, develop too slowly. Besides,* the 
officers in fhe undermanned districts* are necessarily overworked, 


! 


* IDetter, 1 Juae 1920. Apnexare 3, para 22. 


® Ibid., para 23. 
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and that generally means a lack of efficiency and an imperfect 
contact between officers and the people/ 

These facts had been repeatedly brought to the notice of the 
authorities by the public as well as the Government of Madras/ 
But nothing substantial was done to remove these inequalities till 
1919 , 


§5. Changes in the Budget System 

Although the Indian Councils Act of 1892 provided that the 
annual budgets of the provinces should be presented and discussed 
in their Legislative Councils, this did not involve any real control 
of finance by the representatives of the people, as the Council had 
for long an official ma|ority. Members could make observations 
on the budget, and this they did freely; but they had no right to 
move resolutions or to divide on any pi’oposal. However, two or 
three days were set apart for the discussion of the budget, and 
the members took full advantage of it. 

The Indian Councils Act of 1909 not only provided for non- 
official majorities in the Provincial Legislative Councils and 
siibstantiallj^ reduced the official majority in the Central Legislative 
Council, but also gave the members of both the Legislatures the 
right to move resolutions and to divide on them. However, certain 
heads of revenue and expenditure were excluded from discussion 
by the Legislative Council. The principal heads of revenue thus 
excluded were customs, stamps, court fees, assessed taxes and 
tributes from Indian states, and the principal heads of expenditure 
excluded were army and marine charges,* interest on debt, assign- 
ments and compensations, and territorial and political pensions. 

The Financial Statement of thfe central Government was con- 
siderably modified under the Act of 1909. Part I of the Statement 
thus came to include, besides the speech by the Finance Member, 
a statistical statement of (1) the closed accounts of the previous 
year, (2) revised estimates of the year just coming to a close, and 
(3) the preliminary forecast for the coming year. Part II, the 
explanatory memorandum by the Financial Secretary, was also 
amplified with fuller details of revenue and expenditure. The 
budget procedure was also elaborated and systematized. It con- 
sisted of five stages. The first was the introduction of the budget 
at the close of iPebruary; next came the consideration of fresh 


^ See O’Connor, Judicial and Adm}m<fbrathie Statistics of Briiish India, where 
he shows that in Madras each Collector had to collect on an average Es. 28 lakhs 
of land revenue and cesses, in Bombay Bs. 17 lakhs, in Bengal Es. 9 lakhs. Thus 
a Madras Collector’s responsibility was almost three times that of a Bengal Cob 
lector. This was the cause of the hard work cotfiplained of by the Madras officers 
to the Decentralization Commissioners and to this was attributed the loss of 
contact between the officers and* the people [Dec, Comm, Proceedings, vol. II 
(Madras), pp. 242, 247, 249]. 

® Madras Chamber of Commerce (Annual Yolnme), 1897, pp. 207-15; 1900, pp. 
81-2; 1901, pp. 129«67; the Public Memorial from Madras to the Viceroy, 
2 September 1901 (Parliamentary Paper, C 947 of 1920), pp. 83-5. 
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proposals. Then the whole Council went into Committee and an 
ofScial Member explained the figures under each of the major heads 
of account which were open to discussion. At both the second and 
third stages, members could ask for further information and move 
Eesoliitions. Such Resolutions would be discussed and the 
Council could divide on tlieni. After this came the fourth stage, 
the presentation of the budget in its final form incorporating the 
modifications agreed upon, and with it was delivered the speech 
by the Finance Member. Finally, there was a general discussion 
at an adjourned meeting of the Council, and the Finance Member 
and the President of the Council made their final speeches. 

Thus, in form, the budget procedure was elaborate, but in 
reality, the financial administration was entirely controlled by the 
Government. 



CHAPTEE XX11[ 


FINANCIAL DEVELOPMENTS, 1905-20 

Important changes took place, between 1905 and 1920, in the reve- 
nues and expenditure of the governments in India. The increasing 
outLy on education, agriculture and other social services involved 
considerable additions to the civil charges; while the reorganization 
of military services and the World War of 1914-18 swelled the 
expenditure on defence. The older heads of revenue — land revenue, 
opium and salt duty — proved to be incapable of meeting the strain; 
but the newer sources like customs and income-lax were made to 
yield larger amounts. The excise revenue also expanded. In this 
w'ay a modern system of revenue w'as evolved in India during the 
period under survey. The years between 1905 and 1920 fall into 
two well-marked periods : pre-War (1905-18) and War (1914-20). 

SJl. Pre-War Period 

The impetus given by Lord Curzon to agricultural research 
and to educational and police reform was maintained under Lord 
Minto and Lord Hardinge. In 1905 permanent annual grants 
livere made to the provincial Governments for the improvement 
of primary education (^233 ,000), for police refonii (£333,000) and 
for the development of agricultural research (£133,000). These 
grants were subsequently increased* and thus the provinces were 
enabled to spend more on those services. Similarly, permanent 
grants amounting to £377,000 a year w'ere also made to District 
and Local Boards all over India. The famine insurance scheme 
adopted in 1907 also increased the burdens of the central Govern- 
ment. On the defence side, the implementing of Lord Ivitchene3‘’s 
scheme for the reorganization of the army cost the Government 
more than £2,000,000 annually for some years. 

While expenditure was thus growing, the older heads of 
revenue were either stationary or falling. Opium was the most 
vulnerable of the revenue sources of India, as it depended largely 
on consumption outside the country. From 1907, agreements wei’e 
made with China for tlie gradual diminution and ultimate extinc- 
tion of the export of Indian opium to China. By the first 
agreement (1907), total exports from India were to be limited to 
61,900 chests in 1908 and to be reduced by 5,100 chests in each of 
the succeeding years^. By another agreement (1911), Government 
were to issue a certificate for each chest exported and provision was 
made for an early cessation of the exports to China. The quantity 
exported to China Ihus fell rapidly from 1908. In order to make 
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np for the consequent fall of revenue, the customs and excise duties 
on liquor, and the customs duty on tobacco, silver and petroleum, 
were increased in 1910. However, this revenue did not immedi- 
ately show a corresponding decline, owing chiefly to the rise in 
the price of opium and to the fall in its cost of production. Thus 
revenue rose for a time; and these windfalls were utilized for 
reducing debt and making larger grants for expenditure on educa- 
tion. &er 1912, the exports became much smaller.^ 

The revenue from salt recorded a steady decline during the 
period. Taking advantage of the series of budget surpluses after 
1900, Indian leaders like G. K. Gokhale carried on a persistent 
agitation for the reduction of the salt tax, and the Government 
reduced the duty successively from Rs. 2-8 a maund in 1900 to 
Rs. 2 in 1903, Ee. 1-8 in 1905 and finally to Ee. 1 in 1907. These 
reductions in duty led to a regular decline in revenue and the 
increase in consumption, although large, was not enough to make 
up for the falling rates. 

The revenue from provincial rates also declined considerably, 
owing to the abolition in 1905-6 of several of the cesses under 
this head and owing to the disappearance of others which had 
been transferred to local funds. 

As for land revenue, an increase was possible only in tempo- 
rarily settled tracts, and even there the revenue as a whole remained 
more or less stationary owing to the prevalence of unfavourable 
agricultural conditions in one part of the country or another. 

There was, however, an improvement in the customs, excise, 
income-tax and railway revenues. Evidently there was a great 
increase of trade, both external and inteimal, during the period, 
and this enabled India to modernize her tax system. The increase 
of customs revenue was largely due to the great expansion of 
foreign trade during the period, as will be clear from the following- 
table 



Year 

Imports £ 
(000) 

Exports £ 
(000) 

Average of 1880-1 to 1884-5 

... 33,754 

52,964 

J > 

1885-6 to 1889-90 

... 40,798 

59,168 

j > 

1890-1 to 1894-5 

... 45,647 

67,623 

? J 

1895-6 to 1899-1900 

... 46,956 

69,100 

» ) 

1900-1 to 1904-5 

... 55,745 

87,336 


1905-6 to 1909-10 

... 77,297 

111,943 

1910-11 

... * • * 

... 86,236 

137,081 

1911-12 

... ... 

... 92,383 

147,878 

1912-13 


... 107,327 

160,899 

1913-14 

... 

... 122,165 

162,800 


The enhancement of rates was also partl;^ responsible for the 


* Moral mid Material Progress Report, 1913-12, pp. 19,5. 

^ ibid., 191142, p. 285; 191243, p. 67; md 1913-14, p. 66. 
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increase in the customs revenue. In 1906 the duty on imported 
spirits and liquors was raised from Es. 6 to Es. 7 per proof gallon. 
In 1910, on account of the appj’eliension of a fall in the opium 
revenue, further enhancements were made in the duties on liquor, 
tobacco, silver and petroleum. * 

During the same period the excise revenue also increased con- 
siderably. When the import duties on liquors were raised in 1910. 
the excise duties on them were also increased. Thus the excise 
revenue rose from £4,000,000 in 1901-2 to £8,456,771 in 1913-14. 
The increase under stamps was also substantial, especially after 
1910, when the rates w^ere raised. 

Till 1900, the Eailways were a source of embarrassment to the 
Government of India. But from that year a net profit accrued 
to the State from their working. By 1913-14, the revenue from 
the Eailways had risen to £4*7 millions annually. 

The period under survey was on the whole a prosperous one 
and, except in 3907-8 and 1908-9, there were substantial surpluses 
in the central budget. It was therefore possible to distribute the 
large grants for provincial expenditure mentioned above. 

§2. Indian Finance during the War: Increased Revenues 

The period 1914 to 1920 was one of heavy taxation, high prices 
and an embarrassing financial position. This w^as chiefly the 
result of the World War of 1914-18. Apart from making a hand- 
some contribution (£100 millions) to Great Britain for war 
expenses, India had also to make large additions to her own 
military expenditure. The expenditure on defence rose from 
£20*2 millions in 1913-14 to £60*7 millions in 1920. Even after 
the conclusion of peace the defence charges went on increasing 
owing to the reorganization of the Indian Army, the Afghan war 
and the operations against the restless tribes on the North-West 
Erontier. As a result the expenditure on military services came 
to nearly Es. 70 crores in 1921-2. At the same time the civil 
expenditure also increased, rising from £16 millions in 1913-14 
to £23*7 millions in 1919-20. This was mainly due to the increase 
of prices and the increased expenditure it involved on establish- 
ments and salaries. The following table shows the budget position 
in regard to the civil and military services : 


Year 

Total 

revenue 

£ 

Total 

expenditure 

£ 

Surplus (+3 
or 

Deficit (-) 

£ 

Military 
charges * 

£ 

1913-14 ... 1 

1 85,207,175 

82 , 894,752 

' +2,312,423 

‘ 21 , 266,765 

191445 .. 1 

' 81,167,666 i 

82 , 942,936 

^ -1,786,270 

21 , 809,603 

191546 ... 1 

84,413,537 

86 , 602,198 

-1,188,661 

23 , 603,093 

191647 ... 

98,050,480 

90 , 572,260 

+7,478,170 

* 26 , 666,767 

191748 ... 

112,662,847 

104 , 575,273 

+8,087,074 

30 , 763,660 

191849 ... 

123,257,744 

327 , 078,153 

-3,820,409 

46 , 880,210 

1919-20 ; 

131, 657*287 

147 , 425,876 

-15,768,589 

60 , 688,699 
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Ab the War was not expected to last very long, the budget 
deficit for 1914-] 6 was met by temporary borrowing , but it bpame 
clear before long that additional taxation was essential and it was 
soon imposed. In the meantinie, however, there was considerable 
borrowing 'at high rates of interest. The public debt of India 
which stood at about Es. 500 crores in 1914 rose to about Es. 700 
crores by 1919; and the interest charges increased from £1*5 
millions in 1913-14 to ^8*9 millions in 1919-20. The increase w’-as 
principally due to the annual charge on India’s war contribution 
of .-filOO millions. 

Eaising additional revenue from taxation is exceptionally diffi- 
cult in a coiuitry like India wdiich still depends so largely on 
agriculture. The scope for direct taxation — the sheet-anchor of 
war finance — is therefore very limited. Nor were there better 
prospects of increasing the revenue from indirect taxation at the 
outbreak of the War. Customs revenue had indeed been steadily 
rising owing to the rather rapid expansion of foreign trade. Bui 
the War placed a serious impediment on the free flow of trade. 
As a result partly of the dislocation caused by the War and partly 
of the restrictions imposed on trade in the interests of the Allies, 
there was a rapid shrinkage m the sea-borne trade of India soon 
after the War broke out. The imports fell in value from 
£122 millions in 1913-14 to £87'5 millions in 1915-16 and the 
exports fell from £162*8 millions to £128*3 millions in the same 
period. The customs revenue also fell from £7*5 millions in 
1913-14 to £5*8 millions in 1915-16. 

The situation was indeed serious, but Sir William Meyer, the 
resourceful Finance Member, handled it dexterously. The general 
import tariff of the country still remained at 5 per cent., as laid 
down by the Indian Tariff Act of 1894. In 1916 the general 
tariff was raised to 71 per cent.; the rate of 1 per cent, on certain 
classes of iron and steel goods was raised to 2^ per cent, and 
import duties were imposed on railw'ay materials wdiich had 
hitherto been free. Tlie import duty of per cent, ad valorem 
on woven goods was not revised. The question of raising it was 
considered, but the strong opposition from Lancashire prevented it A 
An export duty had already been levied on rice; export duties 
on jute and tea were added in 1916. Special import duties were 
levied, on sugar at 10 per cent., on silver bullion and coin at 4 as. 
per oz., on silver manufactures at 15 per cent, (reduced to 10 per 
cent, in March 1917), on coal at 8 as. a ton, on arms and ammu- 
nitions at 20 per cent., on cigars and cigarettes at 50 per cent., 
on petroleum at 1 anna 6 pies per imperial gallon, on petrol at 
6 as. per gallon, and on spirits at varying rates but generally at 
Es. 11-4-0 per imperial gallon. 

There were further increases in the tariff in 1917. The import 
duty on cotton goods was fixed at 7| per cent, ad valorem. The 

^ Budget Statement (191647), pp. 1344. 
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export duty on jnte was also doubled. The raising of the import 
duty on cotton goods, without a corresponding increase in the 
countervailing excise duty caused heart-buinings in Lancashire, 
but the Government of India effectively put foi'ward the plea that 
an increase in the duty was necessary to enable India l^o pay the 
War contribution. The result was a sharp rise in the customs 
revenue, from ^£5*8 millions in 1915-16 to £15 millions in 1919-20. 
These high import duties were reduced after the War, as we shall 
see later. 

Another source to which the Government turned for additional 
revenue was the income-tax. Till then the revenue from income- 
tax hardly amounted to £2 millions. Personal incomes above 
Es. 1,000 were subject to tax, but the rates were the same for all 
incomes. In 1916 the rates on incomes above Es. 5,000 were 
placed on a progressive basis ranging from six pies to one anna in 
the rupee. The profits of companies and the interest on securities 
which hitherto paid 4 pies if below Es. 2,000 and 5 pies if above, 
were also made subject to the enhanced rates, but an abatement 
was allowed in the case of the smaller shax'e-holders and security- 
holders. Over and above the ordinary income-tax, a super-tax was 
also levied from 1917-18 on incomes above Es. 50,000, at rates 
rising from one anna in the rupee to three annas. In 1920 the 
super-tax was brought into relation with the ordinary income-tax 
and began to be levied at a flat rate of one anna in the rupee on 
the whole income of companies and firms in excess of Es. 50,000. 

The prolongation of the War and the increasing expenditure it 

entailed led to the levy, in 1919 , of an excess profits duty on all 
businesses which made a return of profits exceeding Es. 30,000, 
with the exception of agriculture, salaried and professional 
employments depending upon personal skill, and concerns which 
already paid the excess profits duty in the United Kingdom. 
Excess profits were defined as the difl:erence between the 

profits returned in 1918-19 and the average of the profits 

returned in the two pre-War years and the first two years 
of the War, and the levy was half the excess. But this 
levy was made only for one year and was not renewed in 
1920. As a result of these enhancements, the revenue from 
income-tax rose from £2 millions in 1913-14 to £15*5 millions 
in 1919-20. 

The revenue from railways also expanded during the period. 
Owing to the great increase in the demand for transport facilities 
for munitions purposes and movement of troops, the existing rolling 
stock was used to its full capacity, and railway receipts mounted 
up. The increase of railway traffic was also partly due to the 
shortage of coastal shipping and the greater activity of internal 
trade resulting from, the increased production of war materials for 
export to the allied countries. In this way the net receipts of 
railways increased Jrom £ 15*8 millions in 1914-15 to £ 21*3 millions 
in 1919-20. 

20 
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The revenues from opium and salt were also made to expand 
to some extent during the war. By the agreement of 1911 the 
opium trade with China came to an end in 1915, pd the revenue 
from opium fell to the low figure of ;£1'5 millions in 1914-15. As, 
however, the Turkish supply was cut off at this time, the Govern- 
ment of India were able to nourish the European market for Indian 
opium. Arrangements were also made for the supply of Indian 
opium to the Straits Settlements, Hongkong, Dutch East Indies, 
Siam and other parts of Asia. Thus the opium revenue increased 
to £3-3 millions in 1918-19. 

The attempts at increasing the revenue from salt were not 
equally successful. In 1916 the tax was raised to Ee. 1 per maund 
in India and the same rate was introduced into Burma in 1917. 
But the increase in revenue was small, as may be seen from the 
table below, which gives in a nutshell the increase of revenue 
under various heads. 


Bevenue Heads 

(In 

crores of Kupees) 

191445 

1917-lB 

19204 

Land revenue 

31-S 

32-^ 

32-0 

Provincial rates 

06 

•03 

•04 

Income-tax 

3*06 

9-50 

22-2 

Customs 

9-4 

16-5 

31*9 

Balt (net) 

6-4 

7-7 

5*8 

Opium (net) 

1-5 

2*9 

2*3 

Excise : 

13-2 

154 

20*4 

Bailways (net) 

3-3 

14-9 

5*6 

Total revenue 

1-21-7 

r 

157*3 

204*9 


§3. Features of War Finance, 1914-19 

The War exposed the Indian financial system to a serious 
strain and created various difficulties in regard to currency, 
foreign exchange and public debt. During the War, the Govern- 
ment had to raise large revenues and make extensive disbursements; 
owing to an excess of exports over imports the balance of trade in 
favour of India increased abnormally and this led to the issue 
of vast quantities of currency notes against unrealizable paper 
credits in London. Thus the note issue was made practically 
inconvertible for a time. The abnormal demand for India’s staples 
and the large increase in the quantity of money led to a price boom 
with all its ugly economic and social consequences. Consequently, 
there was an unprecedented demand for silver whose price soared 
to dizzy heights and owing partly to this and partly to the abnormal 
trade situation, there arose wide fluctuations in the rupee exchange 
which adversely affected Indian trade and industry at a critical 
time. Owing to the soaring silver prices, the Indian currency 
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system was brought to dire straits in 1918, and possibly a declara- 
tion of inconvertibility would have followed liad it not been for 
the Pitman Act of the United States, which enabled India to 
purchase 200 million ounces of silver from that count:^/' and thus 
weather the storm. 

As soon as the War broke out, there w^as a ran on the Post 
Office Savings Bank, the treasuries and the Currency Offices. 
The Government met these demands fully and promptly and 
handled the situation dexterously. But other difficulties lay ahead. 
The Government’s ways and means operations caused consider- 
able anxiety. No doubt the Government had in the last resort 
ample I’esources to draw upon both in India and in England, but 
the money did not lie where it was wanted. The Government 
balances were locked up in a large number of independent treasuries 
scattered all over the country, and only a small part was kept in 
the Presidency Banks. This aggravated the Government’s diffi- 
culties besides increasing the seasonal monetary stringency in the 
country. 

An embarrassing situation was created by the large disburse- 
ments in India on behalf of the British, x^ustralian and East 
African Governments amounting in all to over £240 millions during 
1914-19, and by the heavy selling of Council Bills to finance the 
swelling exports. The principal resources which the Government 
used for meeting these demands were (1) the accumulated surpluses 
of the central and provincial Governments, (2) War loans raised 
in India including the Post Office Cash Certificates, (3) the issue 
of short term Treasury Bills from 1917-18 maturing in 3, 6, 9 and 
12 months, (4) the expansion of paper currency against the holding 
of British Treasury Bills in London and later against ' created ’ 
securities, and (5) the coinage of silver remitted by the Secretary 
of State and by the Government of the United States under a 
special arrangement as mentioned above/ 

Some valuable lessons were learnt by the Government of India 
during the crisis of 1914-19. The most important of them from 
our point of view were in regard to borrowing. Till the War 
broke out, wdienever a loan of considerable size was contemplated, 
the Indian Government invariably turned to the English 
money market on the gi’ound that loans could be raised at 
lower rates of interest in England than in India and that 
the ' shy ’ capital of India could not be brought out by ordinary 
modes of coaxing. During the War the resources of the English 
money market were fully employed by the British war demands 
and it was not therefore possible for the Government of India to 
float loans in England. Sheer necessity therefore compelled the 
Government to raise loans ip the Indian money market, but the 
attempt was by no Ineans disappointing. Before the War, rupee 

^ S. <1. PaBandikaf, Emmmic Consequences of the for India (1921), 
pp. 179-290. 
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loans did not exceed Es. 3 crores in any one year, but in 1917 
the Government raised an amount of Es. 53 crores, followed by 
Es. 57 crores in 1918. Thus the strength and potentialities of 
the Indian, money market were proved beyond doubt. This was 
in many ways an important revelation and it has turned out to 
be gratifying to both England and India. 

For the moment however what interested the Government most 
was that it could pay India’s war contribution and could obtain 
funds for financing war expenditure within the country. It was 
also realized that the people of the country would benefit by the 
interest on the loan being disbursed in the country.^ Other 
important consequences soon came to light. Hitherto the subscrip- 
tions to the loans raised in India had come for the most part from 
a few banks and financial houses. The loans were allotted on 
tender, and it was therefore hardly possible for small investors 
to subscribe to them. As early as 1917-18 the Finance Member, 
Sir William Meyer, dwelt on the need for ‘ creating opportunities 
for the small investor — a class which has been too neglected in 
India’.® The issue in 1917 of Post Office Cash Certificates for 
very low amounts made it possible for men of small means to 
invest in war loans. Other loans also were within the means of 
the smaller investor. The result was a large increase in the 
number of people who were holders of Government securities. 
In 1917 the number of investors, excluding purchasers of Cash 
Certificates, was 155,103; whilst 227,706 persons subscribed to 
the 1918 loan. 

Sir James Meston, who followed Meyer as Finance Member, 
fully realized the significance of these new developments. In 
his Financial Statement for 1919-20, he wrote : ‘ It is clearly of 
the highest importance that we should do all we can to retain 
and if possible increase, our new clientele and so foster the seed 
which we hope we have sown. In the first place, India, if she 
is to exploit to the full her vast natural resources, w’ill require a 
large outlay of capital both by the Government and by private 
enterprise, and for this purpose a steady stream of investment 
within India is essential. Secondly, the gradual spread throughout 
the country of a habit of investment will help to divert to fruitful 
purposes India’s sterile hoard of precious metals to the mutual 
advantage of the individual and the State. Thirdly, the effect of 
the substitution of investment for hoarding will minimize India’s 
demand for future additions to her metallic currency and thus help 
to solve one of the most pressing problems in front of us. Progress 
in this direction must, I need hardly say, go hand in hand with 
the very necessary development and extension of banking 
facilities.’® » 

Another financial innovation during the War was the issue of 

^ Financial Statement (191849), p, 23. 

® Financial Statement (391748), p. 737 

® Financial Statement (1919-20), p. W. 
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Treasury Bills, the need for which arose in connexion with the 
large disbursements on behalf of the British War Office and the 
heavy sale of Council Bills in London. The issue of Treasury 
Bills has since become a normal feature of Indian |nance and 
its advantages need not be described here. 

In spite of such timely measures of increased taxation and 
financial adjustment, the year 1918-19 closed with a deficit of 
Es. 6 crores and in the year 1919-20 the deficit amounted to Es. 24 
crores. For the time being, however, boom conditions prevailed; 
the foreign demand for India’s produce was still strong, and as a 
result there was a large balance of trade in India’s favour and the 
rupee exchange ruled high. But the boom soon collapsed, as 
we shall see presently. 



CHAPTEE XXIV 

FIRST STEPS IN RESPONSIBLE GOVERNMENT 

§1. An Essential Condition for Devolution 

The inquiries of the Decentralkation Commission made it clear 
that no further advance in financial decentralisation was possible 
until government in India came under some degree of popular 
control. It was generally agreed that, in the interests of efficiency 
as well as harmony, provincial Governments should have greater 
financial powders, but no devolution was possible so long as they 
were managed and controlled so completely by officials. The 
British mind has always been suspicious of bureaucratic control, 
and this was the psychology behind the constant watch kept on 
Indian governments by the Secretary of State — a vigilance which 
grew in intensity with every increase in governmental activity in 
India. This was also the chief motive behind the interference 
by Parliament in Indian affairs, and there have always been public 
men in Britain vigilantly following the trend of developments in 
India. Parliamentary intervention in Indian affairs has not 
always been beneficial; but in many cases it was due to a desire 
not to give a free hand to a bureaucracy operating in a distant 
country. In these circumstances, Parliament guarded jealously 
its right to keep a strict control over the governments in India. 

It is interesting to note that*Indian opinion was nearly in unison 
with British opinion in this matter. The successive measures of 
financial decentralization did not excite anv great enthusiasm 
among Indian political leaders; they held that the transfer of 
power sought was merely from one official Government to another, 
and although they realized that financially autonomous provincial 
Governments would work more effectively foi* the material deve- 
lopment of the country and thus ensure a more rapid growth of 
Social services like education and sanitation, th’ey nevertheless 
were against giving greater powers to the provincial Governments 
until they were deofficialized to a considerable extent. This ivas 
the reason why the Indian witnesses before the Decentralization 
Commission were lukewarm in their advocacy of increased powers 
for the provincial Governments. The exclusion from their terms 
of reference of the question of relaxing Home control, which 
Lord Morley insisted upon, made it impossible for the Commission 
to diagnose the disease properly and suggest any radical remedy. 
On this ground Sir Pherozeshah Mehta, perhaps the foremost 
Indian leader of the day, even declined the invitation to submit 
Ms views to the Commission. * No official decentralization standing 
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by itself would be of much benefit/ lie wrote, ' unless it were 
safeguarded by such checks as could be provided for by measures 
of publicity and popular control/ ‘In some respects/ he added, 
‘ large powers in the hands of local officials, unless so guarded by 
checks, might prove more oppressive than at present/ 

Gopal Krishna Gokhale and Bal Gangadhar Tilak, leaders 
respectively of the moderate and the extremist wings of the 
national movement, appeared before the Commission, but expressed 
the same views as Mehta. Gokhale feared that ‘ local despotisms ’ 
might arise in the provinces and districts if popular control was 
not provided for. He agreed that the Collector's position was 
being impaired by various influences, but he would not recommend 
any increase in that officer's powers unless he was associated with, 
if not controlled by, popular representatives/ Tilak saw in the call 
for greater decentralization ‘ the cry of local officers to get a freer 
hand and he flatly denied that the Indian public were interested 
in such decentralization. Sir B. N. Sarma was not prepared to 
recommend any relaxation of central financial control, ‘ until the 
people were in a position to have a voice in questions of taxation 
and expenditure’.^ 

But how and when were the Indian people to obtain control 
over their governments? On this point opinion differed among 
British administrators in India. In earlier days, benevolent 
officers like Sir Thomas Munro and Sir M. Elphinstone had no 
doubt that they were only preparing India for future self- 
government, and several others repeated similar generous senti- 
ments in the course of the nineteenth century. Lord Eipon went 
farthest among them all. His faith in popular government was 
too robust to be disturbed by the J^bcial and political impediments 
to the growth of democracy in India, and he declared unequivocally 
that the Government’s purpose in increasing the responsibilities 
of municipalities and local boards was to give the people political 
training.® 

But other administrators, equally disinterested, seriously 
doubted whether India would become fit for self-government at 
any conceivable date. They were more imyjressed by the absence 
of national unity, the frequency of Hindu-Muslim riots, the low 
level of education among the common people, and in particular 
the vastness of the country and its population. Sir Henry Maine 
expressed the view that, ‘ Human experience affords us no ground 
at present for supposing that the institutions of popular govern- 
ment . . . are capable of being applied at all to numbers expressed 
by such figures ’ (as in India). But, Maine was no friend of 
popular government and was a severe cfitic of it even in Western 

« • 

^ For GoMiale’s vie^s, see Deceniralimtion Commisston Proceedings^ voL VIII, 
p. 805. 

® op. cit., vol. II (Madras), p. 805. 

* Bipon wrote in 1^1: ‘ 1 get mote radical every day, and tlie efeet of despotic 
power bas so far been to strengthen my liberal convictions.' Wolf’s Rtpon, II. 
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Europe. He considered it as a passing phase in human develop- 
ment. But it may be remarked that fitness for popular government 
is not an essential condition for self-government. 

Although the distant goal was not at all clear, efforts were made 
from 1861 to give the people of India a growing^ share in the 
government of the country. A few nominated Indian gentlemen 
sat in the Indian Legislative Council from 1861, and from 1892 
their numbers increased and some of them were selected from cer- 
tain public organizations. It was clearly stated that the object of 
adding these few Indian members to the Council was not to give 
them political training but to obtain fche benefit of their criticism 
on the legislative measures contemplated by the Government from 
time to time. The Legislative Councils in those days did not 
discharge any deliberative functions; they only made laTvs. 

In 1909, the number of Indian members in the Legislative 
Councils was largely increased and most of them were elected. 
An Indian Member was appointed to the Executive Council of 
the Viceroy. All this was done, not with a view to the intro- 
duction of a Parliamentary system of government in India, bnt 
to satisfy the ambition of educated Indians and thus * to fortify 
the basis of authority on which peace and order and all the 
elements of public good in India depend Lord Morley, the 
author of the reforms of 1909, flatly denied that it was his 
intention to introduce a pailiamentary system into India, and he 
went to the extent of declaring that, even if his life were pro- 
longed to twenty times its normal length, he would never make 
that system the goal in India. However, under the reforms intro- 
duced by him, the provincial Legislative Councils were so consti- 
tuted that they could not be expected to work smoothly. Many 
of them had non-official majorities and, since they were given the 
power to criticize, it became difficult to withhold indefinitely the 
right to control policy. 


§2. The Durbar Dispatch 

The Coronation Durbar of December 1911 was made the 
occasion for an important pronouncement on Indian policy by His 
Majesty the King-Emperor. It contains in germ the principle of 
provincial autonomy, and may be quoted in full : 

The maintenance of British rule in India depends on the ulti- 
mate supremacy of the Governor-General in Council, and the Indian 
Gounoils Act of 1909 itself bears testimony to the impossibility 
of allowing matters of vital concern to be decided by a majority of 
non-offieial votes in the Imperial Legislative Council. Nevertheless 
it is certain that in the course of time the ju^t demand of Indians 
for a larger share in the gov^ernment of the country will have to be 
satisfied and the question will be how this devolution of power can be 

^ Bepofi on Constitutional Rofoms (1918), p. 48, 
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eoBceded without impairing the supreme authority of the Governor- 
General in Council. The only possible solution of the difficulty would 
appear to he gradually to give the provinces a larger measure of 
self-government, until at last India would consist of a number of 
administrations, autonomous in all inteimal affairs, with the Govern- 
ment of India above them all and possessing power to interfere in 
eases of misgovernment, but ordinarily restricting their functions to 
matters of imperial concern. In order that this consummation may 
be attained, it is essential that the Supreme Government should not 
be associated with any particular provincial Government. The 
removal of the Government of India from Calcutta is therefore a 
measure which will in our opinion materially facilitate the growth of 
local self-government^ on sound and safe lines. It is generally recog- 
nized that the capital of a great central Government should be 
separate and independent, and effect has been given to this principle 
in the United States, Canada and Australia. 

This pronouncement contains three connected ideas : (1) that 
the just demands of Indians for a greater share in government can 
be met in the provincial sphere; (2) that therefore provincial 
autonomy should be the goal to be aimed at; and (3) that the 
establishment of the capital in a ierritory outside provincial limits 
would be a necessary step towards provincial autonomy. The 
tenor of these announcements led Indian politicians to hope that 
a change in the government of the provinces would shortly be 
made as a beginning towards provincial autonomy. But this hope 
was soon shattered. On 24 June 1912 the Secretary of State 
(Lord Crewe) spoke as follows in the House of Lords : 

There is a certain section in India which looks forward to a 
measure of self-government approacjimg that which has been granted 
in the Dominions. I see no future for India on these lines. The 
experiment of extending a measure of self-government practically free 
from parliamentary control to a race which is not our own, even 
though that race enjoys the services of the best men belonging to 
our race, is one which cannot be tried. It is my duty as Secretary 
of State to repudiate the idea tliat the dispatch implies anything of 
the kind as the hope or goal of the policy of the Government. 

On 29 June, adverting to the same point, he said: ^ There 
is nothing whatever in the teachings of History, so far as I know 
them, or in the present condition of the world which makes such 
a dream even remotely possible. ... Is it conceivable that at 
any time an Indian Empire could exist, on the lines, say of 
Australia and Hew Zealand, wdth no British officials and no tie 
of creed and blood which takes the place of these material 
bonds? ... To me, that is a world as imaginary as any Atlantis 
or any that was ever thought of &y any ingenious brain of 
any imaginative writer.’ 'This was another blow, *and a worse 

* The use of the term ‘ lioeal self-goyernme»t ’ to denote proyincial autonomy 
is altogether misleaSing and even confounding; but snch nse was not nncommon 
In those days. 
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disillusionment, to the expectant politicians who had not yet 
recovered from the after-effects of Morley’s pronouncement of 1909. 

However, Lord Hardinge who was more tactful than his 
principal at Home, went on seeking out and setting in order ‘ many 
inventions In the domain of decentralization It was not for 
him to deal with ‘ vague and distant aspirations ’ and he was 
satisfied with more reasonable and practical aims. A Royal Com- 
mission was appointed in 1912 to inquhe into the possibilities of 
giving a greater share to Indians in the public services. A Legis- 
lative Council was established in the Central Provinces. Hardinge 
also tried hard to strengthen local self-government. By an Act 
of 1932 (Act XIII) the City of Delhi and part of the Delhi Distinct 
were separated from the Punfab and placed under the immediate 
authority of the Governor-General in Council. Thus, although at 
too heavy a cost, India secured a capital which occupies a position 
analogous to that of Washington in the United States, Ottawa in 
Canada and Canberra in Australia. 

But, those ‘ vague and distant aspirations ’ went on persistently 
claiming recognition, and although the outbreak of the War led 
to a temporary cessation of agitation and a sincere expression of 
loyalty, the disaffection was working underneath and it expressed 
itself in a revolutionary movement which wmrked mostly outside 
the country. 


§3. The Darkness before Dawn 

The anomalies of the situation became most pronounced in 
the period between 1912 and 1917. In spite of the pronouncements 
of 1931 and the many liberal ipeasures carried through by Lord 
Hardinge, the position of the provincial Governments did not 
improve to any material extent. On the other hand, we have 
grounds for thinking that the control of the central Government 
was further tightened and that all provincial efforts which did not 
tally with the central Government’s intentions were vigorously 
opposed. 

General Sir O’Moore Creagh, who was Extraordinary Member 
of the Viceroy's Executive Council from 1909 to 1914 wrote as 
follows in a book published in 1917 ‘ The interference of the 

Government of India with local Governments is such that a 
theoretical authority is alone left to them. The provincial adminis- 
tration is hampered and controlled in all things by the Government 
of India . . . IVhen I joined the Government of India in 1909, 
this state of things was bad enough. When I left in 1914, it was 
infinitely worse, and then all the indications were that it was only 
a matter of time until the position of local government would 
become wholly impossible, that is, if some -definite policy of 

® Report on Comtitutioml Reforms (1918), p. S, 

» inmm Studies (1917), passim, 
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devolution were not quickly adopted . . . There is no clear defini- 
tion of the relations between the Government of India and local 
Governments, nor is there any definite policy regarding it. It 
depends solely on the personality of the Governor-General and the 
amount of control exercised over him by the Secretary of State/ 
Apart from condemning the ‘ insane craze for centralization ’ , 
Sir O’ Moore also deprecated the concentration of authority on the 
Governor-General and his Secretariat and the waning authority of 
the Executive Council. 

Lord Sydenham, Governor of Bombay, confirmed the above 
picture in a paper published by him in the Nineteenth Century 
and A/tcf/ ‘The practice of interfering in provincial matters’, 
he wrote, ‘ has greatly increased in recent years, not of set 
purpose so much as on account of want of a clear policy/ Accord- 
ing to him, to push centralization to such lengths in a country of 
the size of India was as if a Government operating from Eigha 
Kulm and moving to Eome for the winter tried to rule all Europe ! 
Sydenham also quoted examples of refusal by the central Govern- 
ment to sanction schemes on which officials as well as non-officials 
were agreed, of interference by Inspectors-General (of whom there 
were as many as fourteen at the time) in provincial administration, 
of urgent provincial business being delayed by the central 
Government’s Secretariat, and so forth. In his opinion the policy 
was as futile and foolish as passing a steam-roller over the vast 
and diversified area of India. 

An example of the difficulties under which the provincial 
Governments were then labouring may be given here. In 1912 
there arose a difference of opinion between the Government of 
Bombay and the central Government in connexion with the 
Elementary Education Bill. The proposal was very popular in the 
province and a Eesolution on the subject moved by an elected 
member found great support. The Government accepted the Eeso- 
lution and it was passed unanimously by the Council. It was 
then sent to the Government of India for approval, but both 
the central Government and the Secretary of State pronounced 
the attitude of Bombay altogether uncon stituiional on the ground 
that it was incumbent on the provincial Government in the conduct 
of the business of the Legislative Council to avoid disclosing differ- 
ences of opinion between them and the central Government. On 
that occasion, Lord Crewe emphatically declared that ‘ there is 
for India one system of administration and one alone : and it 
is only by bearing steadily in mind this fundamental principle 
that the solidarity of the administration can be kept unimpaired 
and those disruptive tendencies controlled which must always form 
the chief risk of decentralii^ation of authority ’ . * 

This incident showed what a vast difference there was between 
professions and actual policy, and this happened immediately after 


^ 1917, pp. 81-50, 
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the Durbar Dispatch, in which provincial autonomy was adum- 
brated as the goal for India. It also showed that the absolutist 
principles on which Indian governance had been based were still 
as powerful as ever. Education w^as obviously a matter in which 
a provincial Government could expect to have a fairly free hand, 
but even that was to be under rigid central control. 

The anomalous situation that emerged was one of unstable 
equilibrium, and such instability was bound to harm both the 
rulers and the ruled. An intelligent critic put it thus : ‘ Up to 
Lord Curzon’s viceroyalty, there was a sturdy determination to 
do what was right for India, whether India altogether liked it or 
not. The reforms which followed his I'egime brought in a power 
of challenge and obstruction — influence without responsibility. . . . 
We must make up our minds either to rule ourselves or let others 
rule : there is no half-way house, except of course on the highway 
of deliberate transition. At present we are doing neither. ... If 
we returned to sheer despotism, we should carry many of the people 
with us and should secure an oi’dered calm. But that being im- 
possible, we must definitely show that we are moving from the 
Eastern to the Western ideal of rule.’^ For good or evil the repre- 
sentative principle had already been introduced into India, and 
that was quite naturally regarded by the people as envisaging the 
grant of more substantial power in future, for representation 
without real control was bound to work mischief. The only 
solution was to give some responsibility to the people’s representa- 
tives, since that alone enables the representative system to produce 
stable political life in any country. 

§4. The Announcement of 1917 

What the groans of the provincial Governments could not do, 
the War did. The princes and people of India offered their aid 
generously to the cause of the Allies, but the recrudescence of 
revolutionary propaganda and the repression it called forth created 
an awkward situation. Lord Chelmsford, who came out as Viceroy 
in 1916, soon arrived at the conclusion that a radical modification 
of the framework of Indian government should be made without 
delay, and the Secretary of State (Mr Edwin Montagu) announced 
this decision in the House of Commons on 20 August, 1917. ' The 
policy of His Majesty’s Government’, said he, ‘with which the 
Government of India are in complete accord, is that of the increas- 
ing association of Indians in every branch of the administration 
and the gradual development of self-governing institutions with a 
view to the progressive realization of responsible government in 
India as a^ integral part of the British Empire.’ He also 
announced that ‘ progress in this policy can only be achieved by 
successive stages. The British Government and the Government 


^ See op. cit, p. 66. 
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of India, in whom the responsibility lies for the welfare and 
advancement of the Indian peoples, must be judges of the time 
and measure of each advance, and they must be guided by the 
co-operation received from those upon whom new opportunities of 
service will thus be conferred and by the extent to "^Idiich it is 
found that confidence can be reposed in their sense of responsi- 
bility/ This will ever be remembered as one of the most momen- 
tous pronouncements in the history of British rule in India, for it 
meant the demolition of the Mogul groundwork of centralized 
autocratic government and the laying of the foundations for a new 
edifice on the enduring principles of widening liberty and pro- 
gressive autonomy. 

It should be carefully noted that the announcement of 20 
August embodied three principles, namely (1) the increasing 
association of Indians in every branch of administration, (2) the 
realization of responsible self-government, and (3) the realization 
of this goal by successive stages. The application of these prin- 
ciples to the definite conditions and needs of the country required 
a careful investigation into the administrative machinery of India, 
and in performing this task Mr Montagu travelled throughout 
India during the cold season of 1917 and studied the whole subject 
in intimate co-operation with Lord Chelmsford. The conclusions 
arrived at were embodied in the Report on Indian Constitutional 
Reforms ( 1918 ) which is a fitting monument to the industry, 
boldness and sympathetic insight of those two British statesmen. 
Few constitutional documents connected with the British Empire 
can claim such breadth of view and loftiness of purpose as this 
‘Joint Report’; and the beauty and simplicity of its language 
and the ordered flow of its argume^jits make it not merely a consti- 
tutional document but a literary masterpiece. It is true that the 
authors cannot claim originality for all the views contained in it, 
but in such a colossal political enterprise as the one they were 
engaged on, the detailed application of an idea to a practical 
problem is perhaps just as important as the original idea itself. 
The Report is a document of permanent value, and will always 
be regarded as one of the monuments of British political wisdom 
and of British faith in popular freedom. 

§5. Responsible Government by Stages 

‘ No further development is possible unless we are going to 
give the people of India some responsibility for their own govern- 
ment/^ This is the central idea underlying the Reforms Report of 
1918. The introduction of responsjible self-government was 
therefore necessary. But there were various difficulties in intro- 
ducing such a form of government straightway. Tire authors of 
the Report fully realized the immensity of the task. Two broad 

^ op. cife., p. 117. 
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facts were patent to all : firstly, the pathetic poverty and ignorance 
of the great bulk of the Indian people, and secondly, the innumer- 
able cleavages of religion, race and caste which constantly threaten 
the solidarity of Indian nationality. These circumstances, in the 
opinion ot many, made popular government in any form out of 
the question for India. The authors of the Joint Report admitted 
that there were great impediments to the introduction of popular 
government; but they hoped that the new life into which India 
was to enter would itself be a remedy for many of its worst ills. 
In every way it was inexpedient to delay the initiation of the 
Indian people in the art of responsible government. Note the 
boldness and directness of the following words : 

Our reason is the faith that is in us. We have shown how step 
by step British polic^^ in India has been steadily directed to a point 
at which the question of a self-governing India was bound to arise; 
how impulses, at first faint, have been encouraged by education and 
opportunity; how the growth quickened nine years ago, and was 
immeasurably accelerated by the War. We measure it not by the 
crow^ds at political meetings or the multiplication of newspapers, but 
by the infallible signs that indicate the growth of character. We 
believe profoundly that the time has no^v come when the sheltered 
existence which we have given India cannot be prolonged without 
damage to her national life; that we have a richer gift for her people 
than any that we have yet bestowed on them; that nationhood within 
the Empire represents something better than anything India has 
hitherto attained; that the placid, pathetic contentment of the masses 
is not the soil on wdiich such Indian nationhood will grow, and that 
in deliberately disturbing it we are working for her highest good.^ 

They were not, however, prepared to recommend the introduc- 
tion of full responsible self-government at once. It must be 
brought in by stages, and the beginning must be made in the 
provincial sphere in the first instance. Experience would gradually 
accumulate; and then it would be possible by gradual steps to 
increase the measure of responsibility both in the provinces 
and at the Centre. The method by which the partial introduction 
of responsibility in the provincial Governments was to be carried 
out was dyarchy, which meant the division of government into 
two halves, one under the Executive Councillors responsible 
to the Governor and to the British Parliament, and the other 
under the Ministers responsible to the Legislature and the 
Indian electorate. Such was to be the transition from absolutism 
to responsibility. 

The province thus became the arena of further political develop- 
ments in India, ‘ the domain in which the earlier steps towards 
the progressive realization'’ of responsible government should be 
undertaken T It was decided to give the provincial Governments 
Hhe largest measure of independence, legislative, administrative 

* r> 

* Op. cit., p. 98. 
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and financial, of the Government of India which is compatible with 
the due discharge by the latter of its own responsibilities'.^ For 
many reasons, this decision was wise and timely. Firstly, the 
introduction of responsibility was easier in the provincial sphere 
than in the central for the obvious reason that while ttie central 
Government dealt with defence and foreign policy which were 
definitely imperial interests of great importance, the provinces dealt 
with education, agriculture, public health and other social utility 
services. Secondly, these latter services were precisely those in 
which the people were principally interested and it was the slack- 
ness of progress in this field that roused the suspicion of national 
leaders. In several provinces the non-official members of the 
Legislative Councils had pressed for schemes of expansion of the 
social services, and the opposition of the executive to such schemes 
had produced discontent among the politically-minded classes in 
the country. Thirdly, as has been pointed out before, the dele- 
gation of financial powers to the provincial Governments had 
advanced to such a pitch that further progress was only possible 
if the provincial Governments were free from the interference 
of Delhi and Whitehall. The leading Indian politicians were 
strongly of this view. Gokhale’s political testament began thus 
* The grant of Provincial Autonomy foreshadowed in the Delhi 
Dispatch would be a fitting concession to make to the people of 
India at the close of the War. This will involve the two-fold 
operation of freeing the provincial Governments on one side from 
the greater part of the control which is at present exercised over 
them by the Government of India and the Seci'etary of State in 
connexion with the internal administration of the country and 
substituting on the other, in place ^of the control so removed, the 
control of the representatives of tax-payers through Provincial 
Legislative Councils.' The decision was thus a valued concession 
to Indian opinion. 

The decision to make the provinces the domain for the intro- 
duction of responsibility prepared the way for the foundation of a 
federal system in India. Even before 1919 the provincial system 
of India had suggested federal analogies to outsiders, and the 
financial relations between the central Government and the 
Provinces, at any rate, had developed into an advanced stage of 
decentralization. Mr Montagu and Lord Chelmsford were con- 
vinced that a federal constitution was the only suitable goal for 
India, and they stated their view in unmistakable language. 

‘ Granted the announcement of August 20, we cannot at the 
present time envisage its complete fulfilment in any form other 
than that of a congeries of self-governing Indian provinces 
associated for certain purposes under a responsible Government of 
India; with possibly what •are now the Native Stales of India 
finally embodied in the same whole, in some relation which we 

m 

^ op. cil., p. 124. " Keith, Bpmehes and Dmummis, II, p. 111. 
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will not now attempt to define.’* It was the introduction of 
responsible government in the provinces that formed the basis of 
this forecast. The adoption of the goal of provincial autonomy 
meant the separation of the functions and finances of the central 
Government and the provinces. 

It is not proposed in this connexion to sketch the provisions of 
the Government of India Act, 1919. We are hei’e concerned 
chiefly with the division of functions and the separation of 
finances between the centre and the provinces. The first topic 
will be dealt with presently and the second forms the subject of 
the next chapter. 


§6. Division of Ftmctions 

A demarcation of functions between the central Government 
and the provinces had already been recognized in practice. The 
Government of India jealously kept in its hands such matters as 
defence and foreign relations, posts and telegraphs, currency and 
public debt; but in matters like education, medical aid, agriculture 
and veterinary service, the provinces had great freedom of action 
although the ultimate control still rested with the central Govern- 
ment. It was only by delegation that the provincial Governments 
came to obtain such freedom, but the extent of the delegation was 
already rather wide and therefore the powers of the provinces 
could be extended without much difficulty. But the extent of the 
delegation already effected was not the criterion for demarcating 
the fields of the two Governments. The fundamental consideration 
was ‘ whether the interests of India as a whole (or at all events 
interests larger than those of one province) or on the other hand 
the interests of the provinces' essentially predominate ’. Where 
broad national interests were involved, the subject should be 
treated as central, and where provincial influence predominated, 
the provincial Governments should be given the authority. 

The subjects classed as central wei'e of at least three categories : 
(I) Matters which it would not be expedient to leave to provincial 
administration, mainly on account of the responsibility of the 
Government of India to the Secretary of State in regard to them : 
e.g. defence, external relations, relations with Indian states, rail- 
ways, aircraft and inland waterways, shipping and navigation, 
major ports, posts and telegraphs, currency and coinage, public 
debt, savings banks, territorial changes, etc. (2) Matters whicJi 
had to be kept under central control with a view mainly to 
securing uniformity and avoiding the inconvenience of divergence 
between province and province : e.g. civil law, commerce, banking 
and insurance, trading conipanies, inventions and designs, copy- 
right, emigration and immigration, criminal law and procedure, 
survey of India, meteorology, census and statistics, regulation of 

’ op. cit, p. 78; also p. 220. 
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ceremonials and titles, etc. (3) Certain matters in regard to which 
administration by the central (Tovernment was essential in the 
interests of economy as well as efficiency : e.g. central institutions 
for research j archeology, geological, botanical and zoological 
surveys, etc. ® 

The provincial list comprised subjects of local concern dealing 
mostly with economic and social development. The principal heads 
were the following : local self-government, medical administration, 
public health and sanitation, education (excluding sectarian univer- 
sities and Chief’s Colleges), public works, famine relief, agriculture, 
civil veterinaiy department, fisheries, co-operative societies, forests, 
judicial administration (excluding High Courts and Chief Courts), 
registration, religious and charitable endowments, industrial 
development, police and jails, minor ports and inland waterways. 

Certain subjects were allocated to the provincial Governments, 
although some parts of them were detached and made subject to 
central legislation. For example, although education was primarily 
a provincial subject, the Universities of Benares and Aligarh were 
made subject to central legislation and, for a period of five years, 
the Calcutta University along with the organization of secondary 
education in Bengal was excluded from pi'ovincial control, with a 
view to giving effect to the recommendations of the Calcutta 
University Commission. 

Besides administering the subjects allotted to them, the 
provincial Governments were also expected to discharge what are 
called ' agency functions ’ in connexion with the local administra- 
tion of certain' central subjects. When later the Government of 
India set up its own establishments (e.g. the Income-tax Depart- 
ment), the agency functions diminijj,hed in number and scope. The 
provincial Governments, however, continued to be employed in 
connexion with the collection of statistics, relations with certain 
Indian states and a few other similar matters. 

§7. Reserved and Transferred Subjects 

As dyarchy meant the division of government into a ‘ reserved ’ 
half and a * transferred ’ half, a further division of subjects was 
necessary within the provincial sphere. The advice of the Joint 
Eeport was ‘ to include in the transferred list those departments 
which afford most opportunity for local knowledge and social 
service, those in which Indians have shown themselves to be 
keenly interested, those in which mistakes which may occur, 
though serious, would not be irremediable, and those which stand 
most in need of development h It was not expedient therefore to 
transfer immediately departments which were primarily concerned 
with the maintenance of law and order and those (like land revenue 
and tenant rights) which vitally affect the masses. The inadequate 
representation of^the masses was the justification for excluding the 
latter. The term ' law and order ’ includes police, prisons and 
Zl 
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the subsidiary magistracy. The subjects transferred were social 
services and departments the control of which was essential for 
giving political training to the Indian electorate. The following 
was the list of subjects thus transferred : 

1. Local self-government — i.e. all matters relating to the 

constitution and powers of municipal corporations, 
improvement trusts, district boards, union boards, of 
health and other local bodies. 

2. Medical administration, including hospitals, dispensaries 

and asylums, and medical education. 

3. Public health and sanitation, and vital statistics. 

4. Pilgrimages within British India. 

5. Education (with many reservations). 

6. Public works, including provincial buildings, and ancient 

monuments; roads, bridges, ferries and tunnels, and 
other communications not of military importance : 
municipal tramways; and light feeder railways.* 

7. Agriculture, including agricultural research. 

8. Civil veterinary department. 

9. Eisheries.* 

10. Co-operative societies. 

11. Forests (transferred only in Bombay). 

12. Excise, i.e. liquor and intoxicating drugs (excluding the 

production of opium). 

13. Eegistration of deeds and documents. 

14. Eegistration of births, deaths and marriages. 

16. Eeligious and charitable endowments. 

16. - Industrial development, including research. 

17. Stores and stationery fear the transferred departments. 

18. Adulteration of foodstuffs. 

19. Weights and measures. 

20. Libraries (excluding the Imperial Libi'ary, the three 

museums and the Zoological Gardens at Calcutta). 


^ In Assam public works and fisheries were not transferred. 


CHAPTER XXV 


DIVISION OF FINANCES BETWEEN THE CENTRE 
AND THE PROVINCES 

The financial system adopted in India in 1919 was a half-way 
house between unitary and federal. As regards the allocation of 
revenues, the system was completely federal, and perhaps even 
more federal than in many Federations, seeing that a clean separa- 
tion of revenues was made between the central Government and 
the provinces. The aim was to give the provinces their own inde- 
pendent resources, and this was pushed to such an extent that 
it was considered unconstitutional even to make grants to the 
provinces. Nevertheless, in regard to audit and accounts, borrow- 
ing and allied ]natters the provincial Governments continued to 
depend largely on the central Government. Thus the position 
became in some ways anomalous, but this was perhaps inevitable 
in the transition from a highly centralized to a decentralized 
system of government. 

§1. Division of Finances 

The fundamental principle of the Reforms of 1919 was that 
the provinces should be given ' the largest measure of independence, 
legislative, administrative, and fiaanoial, of the Government of 
India which is compatible with the due discharge by the latter of 
its own responsibilities ’. In the system then existing, the Govern- 
ment of India was responsible for provincial solvency, and since 
the proceeds of the principal I’evenues were divided between the 
central Government and the provinces, the financial administra- 
tion of the provinces came under the detailed control of the central 
Government. This state of things was inconsistent with the 
underlying idea of the Reforms, and a radical change had to be 
made. Further, as the Joint Report points out, an arrangement 
which worked successfully as between two official Governments 
would not necessarily work well as between a popular and an 
official Government. 

The solution suggested by the Joint Report was the entire 
separation of revenues in order to make the provinces financially 
independent of the central Government. It was proposed, first 
to estimate the revenue needed for central expenses, and after 
providing for them’ to hand over all the balance to the provincial 
Governments. The old system of divided heads was to be given 
up, but the items which were al^dy wholly central or pro vinci al 
were to stand as before. ^ The~~princiml'' dlvideg"~5e^ were 
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land-revenue, stamps, excise, income-tax and irrigation. Of these, 
excise was already a provincial head in Bombay, Bengal and 
Assam; and this was henceforth to be provincialized in all the 
eight proviiices. The case of stamps was more difficult to settle. 
The Joint Eeport divided this head into ‘ general ’ and ‘ judicial ’ . 
and of these the latter was to be provincialized and the former was 
to remain central, in the interests of uniformity. Ultimately both 
the sub-heads were provincialized, but the central Government 
continued to have the power to legislate in regard to them. Income- 
tax was made a central head, owing to the obvious inconvenience 
that might arise if it varied between province and province, and 
owing to the uncertainty about its incidence. Further, in most 
federal countries income-tax is largely, if not solely, a federal head 
of revenue. 

There remained land-revenue and irrigation receipts to be con- 
sidered. The question of land-revenue was the most difficult to 
settle. On the face of it, it ought to belong to the provinces, 
seeing that the general administration is so intimately connected 
with the assessment and collection of land-revenue; moreover the 
systems of land tenure and land-revenue vary from province to 
province. But there were obvious difficulties in provincializing it. 
It would make vast inroads into the resources of the Government 
of India, and other means would have to be found for meeting the 
deficit. In spite of these difficulties, land-revenue, along with 
irrigatiop receipts, was made a provincial head. Provision had 
therefore to be made by the provinces to meet the expenditure on 
fanaine relief, and for protective irrigation works. It was, of 
course, legitimate that such burdens should accompany their 
accession to financial freedom. * 

Thus no divided heads remained; and the whole revenue of 
India was partitioned between the central Government and the 
provinces. To the central Government were allotted customs 
duties, income-tax, salt and opium, and contributions from rail- 
ways, posts and telegraphs; while land-revenue, liquor excise, 
irrigation receipts, forests, stamps (both general and judicial) and 
registration fees became provincial sources of revenue. 

Although some revenues were thus definitely allocated to the 
provincial Governments, they had still to be received in the name 
of the Crown (Section 20); and it was only the Secretary of 
State in Council who could sue or be sued concerning their col- 
lection (Section 32). A relaxation of those restrictions was not 
found possible at that stage. 

§2. Provincial Contributions 

It was clear that such a division of revenues between the central 
Government and the provinces would unbalance the budget of 
the former. In order to meet the deficit, the Joint Eeport sug- 
gested a system of contributions from each province assessed on 
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the basis of their oormal surplus, i.e. the difterence between the 
estimated gross revenue under the new scheme and the estimated 
normal expenditure. The deficit of the central C4overnixient was 
estimated at Es. 13*G3 crores, and this was to be made good by 
drawing on the aggregate surplus of Es. 15*64 crores accruing to 
the provinces under the new arrangement. Accordingly, Madras 
and the United Provinces which acquired large additional revenues 
would contribute Es, 4*28 crores and Es. 3*74 crores respectively, 
while Bengal and Bombay would contribute only Es. 38 lakhs 
and Es. 69 lakhs respectively. 

This proposal was strongly opposed by several provincial 
Governments, and in order to ease the difficult situation thus 
created, a special Committee was appointed with Lord Meston as 
chairman to inquire into the whole question of the financial rela- 
tions between the central Government and Hie provinces.^- The 
Committee came to the conclusion thai the estimated provincial 
surpluses w^ould not be a fair basis of contributions, since that 
would penalize those provinces which were economical during the 
War, and recommended that the contributions should be assessed 
on the increased spending powder of the provinces, i.e. the addi- 
tional resources wdiich a province wmuld acquire on the separation 
of the sources of I’evenue. It was held that the normal revenue 
of the provinces w^as ascertainable with gveater accuracy than 
normal expenditure. The Committee claimed for their proposal 
‘ the merit of proceeding on the lines of minimum disturbance of 
the financial position in each province ’ , and ‘ of inaugurating the 
new Councils without the necessity of resort to fresh taxation’. 
The increase of revenues had come to the provinces * as a windfall 
or a bye-product of the constitutional change Thus some pro- 
vinces gained considerably in spending power, but as this was 
effected by means of a corresponding reduction of central finances, 
it was necessary that the central Government should claim i*elief 
fiom the provinces in proportion to the gain accruing to them by 
the change. The provinces that gained most had naturally to 
meet the burden of the contributions, but this was to be temporary. 
The following is the list of the contributions recommended by the 
Meston Committee and adopted by Parliament.® 


* Tbe Coramifefcee consisted of Dord Meston, Mr Charles Roberts, M.P. and Mr 
Hilton Young, 

® Committee on ^Financial Relations, C. 7Q4 of 1920, p* 8; also Devolntioi! 
Rales, section 17. 
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Province 

Increased 

spending 

power 

Conti ibntions 

Increased 
spending 
power left 


■Rs. lakhs 

Ps. lakhs 

Bs. lakhs 

Madia*? ^ ... 

6,76 

3,48 

2,28 

Bombay 

93 

56 

37 

Bengal 

1,04 

63 

41 

United Piovinees 

3,97 

2,40 

1,57 

Pimiab 

2,89 

1,75 

1,14 

Burma 

2,46 

64 

1,82 

Bihar and Orissa 

51 

Nil 

51 

Central Provinces 

52 

22 

30 

Assam 

42 

15 

27 

Total ... 

18,50 

9,83 

8,67 


Evidently by this aiTangement the provinces which hitherto 
bore the brunt of expenditure ’were still left in the same position. 
Madras and the United Provinces were to pay between them 60 per 
cent, of the whole contributions. Madras alone had to pay 35 J 
par cent. Once more the traditional complaint w^as heard from 
these provinces. This time it became even louder, because the new 
list of contributions brought into prominence what had hitherto 
been disguised under the cloak of the divided heads. In the 
new system each province came to see more clearly what its 
relative contribution had been to the central purse. It was not 
possible to mask the disparity any longer. Thus Bombay and 
Bengal, the two wealthiest provinces, were again favoured, as only 
6J and 5| per cent, r’espectively of the total amount of the contri- 
butions was payable by them. Even the small contribution 
originally imposed on Bengal w^ls remitted until 1925. 

No doubt all admitted that this inequality was due to historical 
causes which it was not easy to remove. Chief among these was 
the ‘ permanent settlement ' of the laud levenue which prevented 
certain provinces from yielding the same proportion of the agri- 
cultural revenue to the public exehe(|uer as otliers m which the 
land revenue was periodically revised. Eurther, different provinces 
had different standards of expenditure, and some of the progressive 
provinces had been prospering upon the frugality of their neigh- 
bours. Such habits once formed are not easily eradicated. 

The Meston Committee, however, were not content merely 
with fixing the initial contributions. They realized the injustice of 
the apportionment and devised means for gradually remedying it. 
They sought to find an ideal basis of contributions to serve for 
future occasions. The guiding principle in the matter, they said, 
should be the capacity to, contribute. This w^as interpreted to 
mean * the taxable capacity, which is the sum of the incomes of 
its taxpayers, or the average income of its taxpayers, multiplied 
by their number They held that this would be the most 

^ Parliamentary Paper (1920), G. 724, 
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scientific basis, but the statistical information needed to arrive at 
accurate conclusions on this basis was not available. 

This question had troubled the minds of generations of Indian 
administrators, at least from 1860. The Government of Madras 
always insisted on the need for some equitable formula to deter- 
mine the revenue burdens to be borne by each province. As 
already seen, the Eoyal Commission of 1908 considered the 
question, in the light of the German matricular Beitrdge and other 
systems, and found it diflScult to devise any proper formula for 
the division of central expenditure between the provinces. Objec- 
tions could bo found to all the possible proposals.^ A subsidy 
on a pet capita basis would be unfair to the relatively poor and 
undeveloped provinces and would cause haixlship to the most 
thickly populated ones. A contribution p]‘oportionate to gross pro- 
vincial revenues would leave several provinces witli large deficits 
owing to the historical causes mentioned abo\e. A levy in pro- 
portion to expenditure would encourage thrift and penalize extrava- 
gance; but here again, the result would be deficits in some 
pi evinces. If the levy was made in inverse proportion to 
expenditure, i.e. as a proportion of the aimual surplus, it would 
penalize thrift. Each of these standards has its merits and defects, 
but it would be harmful to adopt any one of them by itself. 
Again many of these items differ from year to year, and the 
assessments would have to be made annually. We are compelled 
therefore to fall beck upon ' taxable capacity ’ as the most suitable 
criterion. Nevertheless the various other criteria dealt with above 
may be utilized in arriving at the approximate taxable capacity, 
or in verifying the results of that calculation. 

The Meston Committee, after# an elaborate inquiry into the 
conditions of the various provinces, their relative taxable capacities 
in the light of their agricultural and industrial wealth, their indirect 
contributions to the central exchequer, and other relevant facts of 
their economic position, including paiiicularly their liability to 
famine, recommended a fixed ratio of contributions, to be put 
into practice after an interval of time suliicient to enable the 
provinces to adjust their budgets to the new conditions. After 
slight modifications Parliament accepted the suggestion, and the 
following table of standard contributions was approved : 


Percentage Percentage 

Contrih ution G ontribution 


Madras 

... 17 

Punjab 

9 

Bombay 

... 13 

Burma 

61 

Bengal 

... 19 

Bihar and Orissa 

10 

United Provinces 
« 

... 18 

Central Provinces 
Assam ... * 

5 

2i 


100 


^ For an analysis^of the problem, see also the Madras Government’s letter in 
Parliamentary Paper (19S0), C. 974, pp. 2I3-S5. 


328 FBDEEAL FRANCE IH INDIA 

It was also decided that the contributions should be abolished, 
when the financial position of the central Government improved. 

The allotment of income-tax to the central Government raised 
a loud protest from certain provinces. The Government of Bombay 
put forward the suggestion that the tax might remain a divided 
head as before. This question was also considered by the Meston 
Committee, and it supported the conclusion of the Moiitagu- 
Chelmsford Eeport, but a doubt was expressed whether it would 
be possible permanently to prevent the provincial Governments 
from levying any form of direct taxation upon the industrial 
and commercial earnings of the people. The Joint Select 
Committee of Parliament was also opposed to a division of income- 
tax, but sought to alleviate the discontent among the provinces, 
by accepting the suggestion pinceeding from the India Council 
‘ that there should be granted to all provinces some share in the 
growth of revenues from taxation on income so far as that growth 
is attributable to an increase in the anionnt of income assessed ’ . 
This was provided for in Devolution Eule 15. ‘ Whenever the 

assessed income of any year subsequent to the year 1920-1 exceeds 
in any Governor’s province or in the province of Burma the 
assessed income of the year 1920-1, there should be allotted to 
the local Government of the province an amount calculated at 
the rate of three pies in each rupee of the amount of such excess.’^ 
This did not satisfy the aggrieved provinces, but was useful as a 
ground for urging a further step in the same direction. It was to 
be a long time before that further step was taken. 

Such was the division of finances between the central 
Government and the provinces in 1919. It was proposed at one 
stage to proceed further and to^make a division between the funds 
of the ' reserved ’ and the ‘ transferred ’ halves of each provincial 
Government. The Montagu-Chelmsford Eeport preferred a ‘ joint 
purse ’ for the two sections, but the Government of India feared 
that this ivould produce serious friction between the two halves 
of government and suggested the method of ‘separate purses’, 
and this proposal was adopted in the draft bill. But the Joint 
Select Committee preferred tlie joint purse and recommended that 
the Governor should allocate a definite proportion of revenue to 
the two sides, in the event of disagreement between them. This 
proposal was finally embodied in the Act of 1919. 


§3. Helaxatioyi of Central Control 

The allocation of independent financial resources to the pro- 
vincial Governments was not sufficient to free them from the 
rigorous central control which had been causing friction. It was 
also necessary to relax the control exerte'd by the central 

^ DeToMion Bnles 14 (e) and 15 (as amended b? coxrecMon slip No. 1, dated 
IS October 1921). " ^ 
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Government (and the Secretary of State) over their expenditure 
and to enhance the provincial powers of taxation and borrowing. 

So long as the whole of the Indian revenues was hypothecated 
to the Government of India, the provincial powers of taxation 
were bound to be restricted, and under various execiftive orders 
the imposition of a tax by a provincial Government required the 
previous sanction of the Government of India. Naturally, the 
power to tax was seldom exercised by the provincial Governments. 
It was necessary under the new system to give freedom to the 
provinces to impose taxation in order to meet their growing needs; 
but there was the possibility that any such power might 
clash with the similar powder of the central Government.^ A 
new provincial tax might unduly aifect the central heads of 
revenue, or might be one contemplated by the central Government 
itself. In such cases, power was lodged with the Government of 
India to regulate the provincial powers of taxation. A schedule 
of taxes to be left entirely to the provinces was prepared, and in 
that field the provinces were authorized to range at pleasure.^ 
But the residuary power was left with the central Government. 
The schedule included taxes on non-agricultiiral land, on succes- 
sions, on betting and gambling, on advei'tisements and amuse- 
ments and special luxuries. The provinces were authorized also 
to tax for local purposes (or allow local authorities to impose taxes 
for local purposes in their areas). Such local taxes were to be in 
the nature of tolls, taxes on buildings, vehicles, boats, animals, 
domestic servants, trade and professions, markets, and so forth. 

The provincial Governments were also empowered by the Act 
of 1919 to borrow money either in India or abroad on the security 
of their revenues. But there we];e various difficulties in leaving 
these Governments unfettered in the exercise of this power. 
Rules® were therefore made in accordance with the provi- 
sions of Section 30, 1 fa) of the Act (1919). The sanction of the 
Governor-General in Council was made necessary for raising a 
loan in India; for loans raised in England a similar sanction was 
needed from the Secretary of State. Moreover, the raising of 
money was to be done on behalf of, and in the name of, the 
Secretary of State. It was also definitely laid down that such 
loans should be raised only for expenditure ‘ on any work or 
permanent asset of a material character in connexion with a pro- 
ject of lasting public utility Even then loans could be raised only 
when such expenditure was ‘ so large that it cannot reasonably 
be met from current revenues h Loans could be raised also for 
financing the Provincial Loan Account and for famine relief. 
These powers were, however, still circumscribed by numerous 
restrictions. 


^ See Joint Report, p. ISd; also Parliamentary Paper (1919), f. 108, p. 92. 
* Buies under the# Government of India Act, p. 266. 

® ibid., p. 268 (Local Government Borrowing Bales). 
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The annoying budget restrictions were also greatly relaxed. 
Hitherto, provincial budgets had to be passed by the Indian 
Finance Department and appropriation results also had to be 
placed before it. All this was wiped out in 1920, wdien the pro- 
vincial budget was entirely separated from the budget of the 
central Government. Thus from 1921 the provincial transactions 
are not included in the central budget. In order to help the pro- 
vincial Governments to manage their finances, a Finance Depart- 
ment was organized in every province. The budget was to be 
voted item by item in the Legislative Council. The appropriation 
reports were no longer to be dealt with by the Government of 
India, but were to be discussed ])y the Public Accounts Committee 
of tlie local Legislative Council. The work of auditing, however, 
was still to be performed by the Auditor-General in India for the 
provinces as well as for the Government of India. 

At the same time, other restrictions were also removed. 
The old rules regarding spending powers were found inconsistent 
with the new order of partial autonomy, and accordingly they 
were relaxed. The recommendations of the Government of India 
dispatch on this question were largely modified by the Joint 
Select Committee, The net result of all the changes may be 
summarized as follows : (1) the control over expenditure in respect 
of transferred subjects passed from the Secretary of State and 
the central Government to the provincial Tjegislative Councils 
(except in regard to the salaries etc. of all-India Services). Every 
proposal for appropriation of funds in a province, however, still 
I’equired the recommendation of the Governor, and to this exteni 
the Secretary of State was not completely divested of his responsi- 
bility for the transferred subjects. 

(2) In respect of the reserved subjecis, the powers of 
expenditure of the provincial Governments were defined in a 
Resolution of the Secretary of State in Council, called the Provin- 
cial Audit Resolution. The restrictions were similar to those 
applicable to the transferred subjects, but the Secretary of State 
retained control in respect of capital expenditure on certain schemes 
and extensive revisions of establishment involving heavy expendi- 
ture. His sanction was still required for proposals affecting the 
pay and allowances of members of the all-India Services, for the 
expenditure on salaries etc. of Governors, for any revision of 
establishments involving an annual expenditure exceeding a certain 
limit, and for capital expenditure on public works estimated to 
cost more than Rs. 50 lakhs. ‘ In practice, this control is exer- 
cised through the Government of India, which, in forwarding the 
proi^sals to the Secretary of State, offers its criticisms and sug- 
gestions.*^ yhus the control over provincial expenditure formerly 
exercised by the Government of India was removed almost entirely. 




^ Simn Oommtmon Report, I, p. 874. 
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The Secretary of State’s control over the financial administra- 
tion of the Government of India was not relaxed in J919, and he 
conf^inued to exercise a strict control. The budget proposals, 
especially those relating to taxation, had to be submitted to him 
and his orders obtained before the budget was presented to the 
Legislature. In matters relating to currency and exchange 
policy, borrowings in England and the management of the 
two currency reserves, the Secretary of State’s control remained 
supreme. 

Some relaxation, however, occurred in a limited field. Large 
powers of expenditure were delegated to the Government of India, 
but the previous sanction of the Secretary of State was still 
necessary in many eases. His control over taxation was also cir- 
cumscribed by the Fiscal Autonomy Convention. This Convention 
was the outcome of certain discussions in the Joint Select 
Committee. The following is an extract from that Committee’s 
report : ' Whatever be the right fiscal policy for India, for the 
needs of her consumers as well as for her manufacturers, it is 
quite clear that she should have the same liberty to consider 
her interests as Great Britain, Australia, New Zealand, Canada 
and South Africa. In the opinion of the Committee, therefore, 
the Secretary of State should as far as possible avoid interference 
on this subject when the Government of India and its Legislature 
are in agreement, and they think that his intervention, when it 
does take place, should be limited to safeguarding the international 
obligations of the Empire or any fiscal arrangements within the 
Empire to which His Majesty’s Government is a party.’ This 
recommendation was approved by Parliament. Thus the Govern- 
ment of India became free to consider India’s interests first, 
and there followed as a result the appointment of the Fiscal 
Commission (1922) and the constitution of the Tariff Board 
(1924). 

Since such a subslantial devolution of power was made by the 
Secretary of State to the Governments in India by means of 
statutory rules and executive orders, it became necessary to have 
in India an agency independent of the Government of India and 
responsible to the Secretary of State for seeing that the Govern- 
ments did not act in excess of the powers conferred on them. 
This function devolved on the Auditor-General, an officer appointed 
directly by the Secretary of State in Council and holding office 
during His Majesty’s pleasure. He was also the final audit 
authority in India and it was his reports on the appropriation 
accounts that the Public Accounts Committees considered. He 
was also statutorily responsible for the compilation of the accounts 
which the Secretary of State was required to lay -before both 
Houses of Parliament every year. Thus the Auditor-General was 
responsible not only for audit, but also for the preparation of the 
accounts to be ailfiited. 
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§4. Financial Control in India 

It may be useful at this juncture to ^ive some account of the 
system of financial control set up in India with the partial 
relaxation "of the Secretary of State’s control over the Governments 
in India, Since a definite beginning was made in 1919 tow'ards the 
establishment of responsible government in India, it became neces- 
sary to adopt a system of financial control suited to responsible 
government. In Great Britain the financial control of Parliament 
over finance is secured in two w^ays : (1) by the annual voting of 
‘ supplies ’ by means of an Appropriation Act specifying the 
purposes of expenditure and the amount voted for each purpose, 
and (2) by providing funds through an annual Finance Act author- 
izing the collection of certain taxes to cover the supplies granted. 
By these two processes Parliament controls the authority of the 
executive in raising revenue and in spending it. 

In a country like India, where parliamentary government was 
only just beginning to function, such a thorough system of financial 
control could not be introduced all at once. However, the Act 
of 1919 inti’oduced a partially responsible system of government 
into the provinces of India and enlarged the powe3’B of the Central 
Legislature in J^egard to financial administration. A certain amount 
of popular control over finance was thus introduced into both the 
central and the provincial Governments. 

We will take the central Government first. Under Section 67 
of the Government of India Act (1919) the raising and spending 
of revenues were made ordinarily subject to the vote of the two 
Chambers, but the following heads of expenditure were made non- 
votable by the Legislature and were not subject to discussion in 
the HoiLse, unless the Governor-General otherwise directed : 

L Interest and sinking fund charges on loans; 

2. Expenditure of which the amount is prescribed by or 

under any law; 

3. Salaries and |>6nsions of persons appointed by or with the 

approval of His Majesty or the Secretary of State in 

Council; 

4. Salaries of Chief Commissioners and Judicial Commis- 

sioners; and 

5. Expenditure classified by the order of the Governor- 

General in Council as (a) ecclesiastical, (b) political, 

and (c) defence. 

The Governor-Generars discretionary power to throw open 
non-votable" heads to discussion has been liberally used, and in 
practice the Assembly has freely discussed, them. Other means 
have also been utilized to widen the freedom ^of the Assembly. 
For example, although expenditure on defence is classed as 
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non-votable, military policy aod expenditure have been freely dis- 
cussed by the Assembly by moving a ‘ cut ’ in the expenditure 
proposed to be voted for the secretariat establishment of the Army 
(now Defence) Department. 

The financial control exercised may be classified under four 
heads : (1) the Standing Finance Committee, (2) voting of the 
budget grants by the Assembly, (3) the Finance Bill, and (4) the 
Public Accounts Committee. 

1. The Standing Finance Committee of the Assembly corres- 
ponds to the Estimates Committee in the British system and its 
principal function is to scrutinize the proposals for fresh expendi- 
ture befoi’e they are placed before the Assembly. This Committee 
has a majority of elected members. It is a purely advisory body 
and has no statutory authority; but it has given useful advice to 
the Finance Department in regard to drawing up the budget 
estimates and effecting economics. 

2. When the estimates of revenue and expenditure receive the 
approval of the Governor-General, they are incorporated in the 
Budget and are placed before the Assembly in the last week of 
Februai 7 , when the Finance Member makes his budget speech. 
Then follows a general discussion which is usually confined to a 
few broad topics such as the reduction of military expenditure, 
Indianization of the Services, planned economy, etc. The next 
stage is the voting of demands for grants. A series of motions are 
placed before the Legislature and a number of days are allotted 
for discussing them. This gives an opportunity to members to 
discuss the detailed working of the Departments. The Council 
of State can also discuss the budget in general, but demands for 
grants are not placed before it. THe Governor-General has power 
to restore a ‘ cut ’ and thus to sanction expenditure disallowed by 
the Legislature; and this course has been adopted by the Governor- 
General whenever it was thought essential for the due discharge 
of his responsibilities. Clearly this is a reserve power and is 
expected to be exercised only when the safety or tranquillity of 
British India requires it. 

3. An annual Finance Bill is introduced in the Legislative 
Assembly along with the budget. But this is not discussed till 
the estimates have been passed. Such an annual Finance Bill 
was not called for by the Government of India Act, 1919, but it 
was made necessary by a non-official amendment to the Taxation 
Bill of 1921 requiring all the central taxes, except the customs 
duties, to be placed before the Assembly every year for its vote. 
The object of this amendment was to establish a convention similar 
to that which obtains in the House of Commons. But the Indian 
practice has gone much further, since in England only'the income- 
tax is voted annually. It was in order that an annual meeting 
of Parliament shguld be indispensable that some taxes were made 
annually votable in England. But there was no such necessity in 
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India since the Government of India Act provided for meetings 
of the Legislature every year. 

4. The Public Accounts Committee has nearly the same 
functions as the corresponding committee of the House of Com- 
mons. The princii>al difference is that the Chairman is the 
Finance Member and not, as in England, a member of the Oppo- 
sition. Eight members are elected by the Assembly and three 
are nominated. The Committee scrutinizes the Annual Report of 
the Auditor-General on audit and appropriation, with a view to 
seeing whether the money voted by the Legislature has been spent 
within the scope of the demand. It can point out irregularities 
or improprieties. The scrutiny thus carried out by the Committee 
is generally recognized as being ‘ industrious and efficient ’ and it 
has helped the Assembly to control the public expenditure 
effectively. 

So far we have described the system of financial control in 
connexion with the central Government. In the case of the pro- 
vincial Governments no real control by the Legislatures was 
possible till 1919. With the clean separation of revenues between 
the central Government and the provinces, it became possible for 
the provincial Legislatures to obtain some control over finances. 
The procedure adopted for the provincial Councils w’as nearly the 
same as for the central Legislature. The non-votable items were 
fewer. They were : (1) contributions to the central Government, 
(2) interest and sinking fund charges on loans, (3) expenditure of 
which the amount was prescribed by or under any law, and (4) 
salaries and pensions of certain high officials, including the judges 
of the High Court. In the case of ‘ transferred ’ subjects the vote 
of the Council was on the whole effective, but any ‘ cuts ’ in 
expenditure op ‘ reserved ’ subjects could be restored by the 
Governor in case of necessity. The Standing Finance Committee 
of a provincial Council exercised a much larger influence than 
the corresponding committee of the Central Legislative Assembly. 
It was not merely an advisory body. In some provinces it was 
consulted on the imposition of additional taxation and it largely 
determined the distribution of surplus revenue between the ‘ trans- 
ferred * and ‘ reserved ’ halves of the Government. The budget 
procedure was the same as in the Central Assembly, except that 
there was no annual Finance Bill. Taxation in the provinces 
was imposed under permanent statutes or executive orders having 
the force of law, and not fixed from year to year. The Public 
Accounts Committees of the provinces functioned on the same lines 
as in the central Government and did useful work. 
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REORGANIZATION OF THE FINANCIAL SYSTEM, 1920-8 

§1. The New Financial System on Trial 

The introduction of financial reforms was accompanied by many 
unfortunate circumstances. In March 1920, when introducing the 
budget, Sir Malcolm Hailey said that there were only two clouds 
on India’s financial horizon, namely, the legacy of War finance 
which pointed to the need for severe economy, and the continu- 
ance of high prices which necessitated a wholesale revision of the 
pay of alJ state seivants, thus imposing larger burdens on the 
tax-payer. But public revenues were growing and prosperity was 
expected to continue. These expectations, however, were soon 
falsified. ‘ The trade boom passed away with uncanny rapidity, 
leaving behind it a trough of depression.’^ Imports continued to 
pour in, but exports showed a rapid fall owing to the collapse of 
purchasing power in Europe. When exports fell, India’s purchas- 
ing power was affected and the imported goods lay unsold in the 
warehouses. In 1919 there was a merchandise balance of 
^127 millions in India’s favour, but in the year 1920 imports 
exceeded exports by £21 millions. The failure of the monsoon of 
1920 and the heavy expenditure on the frontier expeditions added 
greatly to these difficulties. The defence budget, which stood at 
Rs. 30 crores in 1914, had swollen to Rs. 70 crores by 1920-1. 
The results were : (1) unbalanced budgets, (2) an embarrassingly 
large floating debt, (3) unstable exchange, and (4) serious currency 
difficulties. On the recommendation of the Babini^on Smith 
Committee of 1919 the rupee was stabilized at two shillings gold. 
But the circumstances that followed were most unfavourable to 
the maintenance of such a high exchange value and the exchange 
rate fell from 2s. lid. in February 1920 to Is. 6|d. at the end 
of the year. This tremendous fall of the rupee greatly increased 
the burden of remittances to London. The Government tried to 
influence the exchange by the sale of Reverse Councils, but the 
attempt was bound to fail owing to the fall of exports. 

All this told heavily on the central budget. The Government 
had accumulated a deficit of Rs. 30 crores in the years 1918-19 
and 1919-20. The year 1920-1 closed with a deficit of Rs. 26 crores 
and the revised estimate for 1921-2 disclosed a deficit of Rs. 34 
crores. Thus the ajccumulated deficit of four years was Rs. 90 
crores. These deficits were met partly by the issue of unbacked 


^ fndia in 1920* p, 78. 
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currency notes, and this had undesirable consequences. More- 
over, the construction of New Delhi added to the GoT’ernment’s 
deadweight debt. The annual debt charge thus became heavy, 
and there followed ‘ a deterioration in India’s credit, an increase 
in the cost of borrowing and a depletion of the resources available 
for desirable capital development Sir Basil Blackett charac- 
terized this as a ‘ rake’s progress ’.® 

Nor were the provincial finances in a more prosperous condition. 
Most of the provincial Governments had deficit budgets and their 
finances were sevei'ely strained. They blamed the Meston Settle- 
ment; Bengal and Madras were particularly vociferous in their 
demands for a revised settlement. The difficulties of Bengal w^ere 
considered exceptional and its contributions were therefore remitted 
by the Government of India. The Madras case did not make 
any great impression, and Madras continued to make large contri- 
butions to the central revenue. The serious financial situation 
confronting the central Government made further concessions 
impossible at the moment. 

§2. How Financial Equilibrium wa^ Restored 

The Government of India handled the situation by retrench- 
ment and by imposing fresh taxation, piostly under customs duties. 
‘ When additional revenjjes are required ’ , said Sir Malcolm Hailey 
in the Assembly, ‘ the first head to which one’s thought naturally 
turns is customs ’F In 1921-2 the general ad valorem duty was 
raised from 7J per cent, to 11 per cent, and a special duty of 
20 per cent, was imposed on motor cars, silks, umbrellas, watches, 
etc. The duty on sugar was raised from 10 per cent, to 15 per cent. 
Cotton goods also came under the 11 per cent, ad valo-rem duty, 
but the Finance Member expressly stated that the enhancement 
was made solely on account of financial necessity and not 
as a departure in fiscal ix)licy.‘ It was expected that these 
additional taxes would balance the budget, but owing to the 
deepening of the trade depression and the failure of the monsoon, 
a heavy deficit of Es. 28 crores was disclosed at the end of the 
year. Further additions to taxation had therefore to be made in 
1922. The general import duty was raised from 11 per cent, to 
15 per cent. This was originally intended to apply to the import 
of cotton goods, but as the proposal to raise the countervailing 
excise from 3J per cent, to 7^ per cent, was not approved by the 
Legislative Assembly, cotton goods were excluded from the 
tariff enhancement. Duties on certain luxury goods were raised 
from 20 per cent, to 30 per cent, and increases were also made in 
the duties on sugar, kerosene, matches and other articles. The 

* Budget Statement (1928-4), p. 6. ■“ ibid. 

’ Budget Statement (1922-3), p. 11. * Budget Statement (1921-2), p. 16. 
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duties on machinery, iron and steel and railway material were 
raised from per cent, to 10 per cent. 

At the same time the income-tax was also increased. In 1921 
the rate of snper-tax on incomes between Es. 3 lakhs and Bs. 3| 
lakhs was raised to 3| annas per rupee and those O'^er Es. 3| 
lakhs were charged at 4 annas. In the following year, the rate 
on incomes between Es. 30,000 and Bs. 40,000 was raised from 
14 pies to Lo pics and that on incomes above Es. 40,000 from 
16 pies to 18 pies. The Government originally intended to abandon 
the super-tax after the War, but the financial situation made it 
impossible to do so. Eailway rates and fares were also increased 
in 1922. In spite of all these measures the year 1922-3 closed 
with a deficit of Es. 9 crores. 

The need for a drastic retrenchment of expenditure was felt 
at an early stage and in May 1922 the Indian Betrenchment 
Committee was appointed with Lord Inchcape as chairman. 
After a searching scrutiny of the expenditure of the central 
Government, the Committee, in March 1928, recommended 
reductions amounting to Es. 19| crores in the central expenditure. 
The Committee considered that the defence budget was too heavy 
and recommended that it should be brought down to Es. 571 
crores in 1923-4 and that it should be eventually stabilized at Bs. 50 
crores. Most of these proposals were given effect to in the budget 
for 1923-4. Notwithstanding these drastic economies and all-round 
increases in taxation the budget estimates for 1923-4 revealed a 
deficit. The Government then had recourse to doubling the duty 
on salt. The Assembly refused to consent to this measure and the 
Finance Bill had to be certified by the Viceroy. The result was 
that the anticipated deficit for 192^-4 was converted into a surplus 
of Es. 2-4 crores. 

Thus the tide turned. From 1923 economic conditions in 
India showed a great improvement. The monsoons were good, 
exports increased and the balance of trade in favour of India 
reached higher figures than ever before. Large quantities of gold 
bullion flowed into the country. When trade revived the revenues 
also looked up, and the budget position of the Government of 
India became strong. It was therefore possible to reduce a part 
of the increases made in taxation in the years 1921 to 1923. 
In 1924-5 the salt duty was reduced to the old level of Bs, 1-4 
per maund, and the export duty on raw hides and skins was 
reduced from 16 per cent, to 5 per cent. In November 1925 an 
Ordinance was issued suspending the cotton excise duty which 
had caused a good deal of political trouble, and it was finally 
abolished in April 1926. With a view to encouraging motor 
transport in India, the duty on motor cars was reduced from 30 per 
cent, to 20 per cent, and that on tyres from SO per cent, to 16 per 
cent, in 1927-8. In the same year the export duty on tea and 
the import duty*on machinery were also abolished. 

22 
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§3. Remodelling of the Financial System 

After easing the immediate difficulties, Sir Basil Blackett 
set to work on various lines of financial reconstruction. The 
principal measures taken were connected with railway finance, 
public debt and currency reform. The quick recovery of India 
from the depression of 1920-2 was largely due to these timely 
measures. 

The financial position of the Indian Eailways needed a thorough 
overhauling. Since 1900, a steady increase had been taking place 
in the contribution of the Eailways to the general revenues of the 
country. During the War the income of the Eailways expanded 
greatly and the Meston Committee made its financial arrangements 
on the assumption that the contribution from the Eailways would 
be not less than Es. lOf crores, but these expectations were soon 
belied. There was a sharp fall in Eailway earnings in 1920-1, 
and this continued for some time in spite of the increase in rates 
and fares. Thus the contribution to general revenues fell from 
Es. 9 crores in 1921-2 to just over Es. 1 crore in the two following 
years. Thus the financial management of the Eailways began to 
cause the Government grave anxiety. 

The Acworth Committee (1920-1) stated that the allotments for 
railway expenditure were determined from year to year with 
little regard to the actual requirements of the Eailways and that, 
if the Eailways were to be run on strictly business lines, a complete 
separation of railway finance from the general finances was really 
necessary. In the opinion of the Eetrenchment Committee, both 
capital expenditure and working expenses were too high. The 
Eailways might at any time. become a heavy liability on the 
national resources. The earnings were unsteady and varied accord- 
ing to the nature of the season, so that the inclusion of those 
earnings in the general accounts made the central budget a veritable 
‘ gamble in rain ’. The result was, as Blackett put it, ‘an alter- 
nation between raids by the railways on the tax-payer and raids 
by the tax-payer on the railways’.^ It was therefore decided, 
in the interests both of the Eailways and of the Government, to 
separate railway finance from the general budget. The matter was 
fully considered by the Assembly in September 1924, and it was 
decided that the railway finances should be separated from the 
general finances of the country and that the general revenues 
should receive a definite annual contribution from the Eailways, 
which should be the first charge on their net receipts. This con- 
tribution was settled on the basis of 1 per cent, of the capital 
at charge in the penultimate year, plus one-fifth of the surplus 
profits in that year. Should the Eailways fail to pay the contribu- 
tion in any year, the deficiency was to be made 'good in subsequent 


* Budget Statement (1924-5), pp. lO-H. 
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years before any net receipts could be deemed to accrue. 
If, after the payment of the contribution, the amount available 
for transfer to the railway reserves exceeded Rs. 3 crores, one-third 
of the excess w^as to be paid to the general revenues. A Railway 
Reserve Fund w’^as to be accumulated from the surplus profits, 
and this was to be used for securing the payment of the annual 
contribution and for providing, if necessary, for arrears of depreci- 
ation and for writing dowm capital. If the earnings on strategic 
railways were not sufficient to pay the interest on the capital 
invested on them, the deficiency was to be borne by the general 
revenues and would therefore be deducted from the contribution. 
It was also decided to constitute in the Legislative Assembly a 
Standing Finance Committee on Railways, before which the annual 
railw^ay estimates might be placed prior to the discussion of the 
budget in the Assembly. Great expectations were raised by this 
arrangement. Sir Basil Blackett said : ‘ The tax-payer will 

receive a regular and increasing contribution from his investment, 
largely independent of fl.uctuation& in railway receipts and expendi- 
ture, and the railways will be able to spend money according to 
the real needs of the railway system, unimpeded by the necessity 
for conforming to the vagaries of budget figures and the require- 
ments of budget accounting. The railways will become a real 
commercial undertaking managed on commercial lines and the 
tax-payer will get the benefit of commercial accounts and manage- 
ment.’ These expectations vrere not fulfilled, as we shall see 
later. 

The ordinary or unproductive debt of the Government of India 
had fallen from Rs. 105 crores in 1898 to Es. 3 crores in 1916. 
Then came the World War and the debt swelled again. It stood 
at Es. 261 crores in 1922 and Es. 228 crores in 1924. Out of 
this, Es. 98 crores represented the accumulated deficits, about 
Es. 10 crores was due to the building of New Delhi, and Rs. 120 
crores was India’s War debt. To this must be added the 
productive debt of Es. 578 crores. From the first Sir Basil 
Blackett was convinced that the unproductive debt ought to be 
redeemed, and his knowledge of the management of the British 
public debt was very helpful in this connexion. He suggested in 
his budget speech of 1923 that the unproductive debt should be 
redeemed in fifty years and the productive debt in eighty years. 
At the rate of 5 per cent, compound interest, it was found necessary 
to make an annual provision of Rs. 3*66 crores. In a Eesolution 
adopted on 9 December 1923, it was decided that, for a period 
of five years in the first instance, the annual provision for reduc- 
tion or avoidance of debt to be charged against revenues should 
be fixed at Rs. 4 ^crores plus one-eightieth of the excess of the 
debt outstanding at the end of each year over that outstanding on 
31 March 1923. Blackett also carried through some successful 
conversion operafions, p,nd thus considerably reduced the burden 
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of the annual debt charges. The improved credit of the Govern- 
ment of India was an important factor in the success of these 
operations. 

We have already dealt with the dislocation of the Indian 
currency ahd the injury that it did to the trade and public finance 
of the country. In 1925 a Royal Commission was appointed, with 
Sir Hilton Young as chairman, to inquire and report on the 
reorganization of the Indian currency, and it reported in 1926. 
The principal recommendations were that the Indian currency 
should be based on a gold bullion standard, that a Reserve Bank 
should be established to manage currency and credit in India, and 
that the ratio of the inpee to gold should be fixed at Is. 6d. As 
is well known, the third of these recommendations caused a gi-eat 
deal of controversy in the country. However, by the Currency 
Act of 1927, the Indian currency was placed on a gold bullion 
standard and the ratio of Is. 6d. was adopted. The question of a 
Reserve Bank for India was also soon taken up. 

Blackett was also keen on reorganizing the tax system of the 
country. The tax system as a whole, and in particular the distri- 
bution of the tax-burden as between economic groups and pro- 
vinces, evoked considerable criticism in those days, and therefore 
in 1924 the Government appointed the Indian Taxation Enquiry 
Committee with Sir Charles Todhunter as chairman to survey 
the whole field of taxation, central, provincial and local, with a 
view to improving the existing sources, finding new sources and 
overhauling the machine^ of tax collection. The exclusion of 
land revenue (in some of its aspects) from the scope of the inquiry 
created some controversy in the Assembly. The Committee made 
a searching analysis of the taj? resources and submitted its report 
in 1925. 

The establishment of the Indian Tariff Board was also largely 
due to Blackett. With a view to giving effect to the policy of 
discriminating protection which the Government adopted in 1923, 
a Tariff Board was established in that year as an expert body to 
advise the Government on specific proposals or requests for pro- 
tection. The fundamental conditions to be fulfilled by an industry 
in order that it may be granted protection were : (1) that the 
industry should possess natural advantages, (2) that without the 
help of protection it would not be likely to develop at all or not 
so rapidly as would be desirable, and (3) that it would eventually 
be able to face world competition without protection. By 1934 
the Board had carried out 50 inquiries. In a large number of 
cases the Board recommended the grant of protection and in regard 
to many of them the Government gave effect to the recommenda- 
tion. The principal industries that have thus, been given protec- 
tion are the cotton mill industry, iron and steel, matches, salt 
and sugar. 

Another important subject that interested Blackett was the 
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encouragement of the investment of Indian capital in the country. 
In 1924 a committee was appointed, with Blackett himself as 
chairman to consider the question of the flow of capital into India 
from external sources. The Committee reported that restrictions 
on external capital were neither practicable nor desirable, but 
recommended a number of specific measures for increasing India's 
capital resources. ‘India possesses’, they said, ‘a vast store of 
dormant capital awaiting development, and in order to make this 
available for investment banking facilities must be increased and 
extended.’ 

India ow^es a great deal to Sir Basil Blackett. He thoroughly 
overhauled the Indian financial system. He was intensely inter- 
ested ill the development of India’s resources and he believed 
that Indian economic life could be quickened and enriched by 
exploiting the dormant capital of the country. ‘Idle money’, 
he said in an address at the Delhi University, ‘ means idle 
manhood. Capital newly invested in India’s development means 
the opening of new avenues of employment and will go far 
to solve the problem of careers for Indian graduates. The new 
capital required must be mainly India’s own capital, if only 
because the amount that can be safely borrowed from abroad, 
even if it were forthcoming, is strictly limited in amount. For 
a century and more India has been accustomed to rely mainly 
on external capital both for her governmental capital expenditure 
and for the development of her industrial resources. To some 
it may sound fantastic, in view of this historic habit, to talk of 
India’s not only supplying the whole of her own capital require- 
ments, but also becoming a lender of capital for the development 
of other countries. Yet I believe firmly that, given the necessary 
development of banking and credit facilities and goodwill and 
readiness to profit by the counsel and assistance of European 
businessmen, the time is not very far distant when India will be 
doing both these things. India would seem by nature to be 
destined to be a creditor country, if only her people will it so.’^ 
It was with such aims in view that Blackett increased the facilities 
for the accumulation of savings, especially small savings, and 
prepared the ground for a reorganization of the Indian banking 
system. In many ways, Blackett reminds one of James Wilson. 
On both of them fell the heavy duty of reorganizing the Indian 
financial system after a serious dislocation, and both discharged 
that duty with great earnestness and singleminded devotion to the 
country’s interests. 


§4. Pfomncial Contributions 

We have already seen that the provincial finance were also 
affected adversely by the depression that followed the War. The 


^ India in 1925^6, p. S80. 
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provincial Governments struggled to balance their budgets by 
practising strict economy and by raising fresh taxation. Under 
the Reforms, the provincial Governments were made responsible 
for the provision of what are called 'nation-building’ services: 
to wit, education, public health, agriculture, industrial develop- 
ment, etc. This meant a large increase in establishments and in 
the salary bill. But the revenues assigned to them were of a 
comparatively inelastic nature. Nor were those revenues fully 
theirs; out of them they had to pay large contributions to the 
central exchequer. The burden of the contributions fell lightly on 
certain provinces, but heavily on others. Madras and the United 
Provinces complained bitterly about the inequality of the burdens. 
Madras had to pay an initial contribution of nearly Es. crores. 

The Government of India realized the justice of these pro- 
vincial complaints, but were unable to modify the Meston Award 
as its own finances were in a parlous condition. But the central 
finances improved after 1924, as we have seen. The budget for 
1925-6 showed a surplus of Es. 3*24 crores and Blackett announced 
that Es. 2-50 crores would be used for a remission of provincial 
contributions. According to the Meston Award the first remissions 
were to go to Madras, the United Provinces, the Punjab and 
Burma, and only after half of their total contributions had been 
remitted could other provinces be given any relief. Thus Madras 
received Es, 126 lakhs, the Punjab Es. 61 lakhs, the United 
Provinces 56 lakhs and Burma Es. 7 lakhs. In 1926-7 the Central 
Government were able to spare a further amount of Es. 1-25 crores 
and this was also distributed among the same four Provinces. In 
1927-8 the Finance Member declared a net recurrent surplus of 
Es. 3’64 crores. This was ngt sufficient to wipe out the whole 
of the contributions, but, owing to the appeal for help from 
Bombay, the contributions were remitted in toto for that year by 
diverting a portion of the surplus set apart for debt redemption. 
This total remission was then said to be only a temporary 
measure, but, as the central finances showed a further improve- 
ment in the following year, Sir Basil Blackett was able to announce 
the total abolition of the contributions in his budget statement 
for 1928-9. * Ever since the reforms were inaugurated he said, 

‘ the provincial contributions have been a millstone round the 
neck both of the central Government and of the provincial Govern- 
ments, poisoning their mutual relations and hampering their every 
action. Their quality, even more than their amount, has strained 
the resources of the giver and the patience of the recipient. They 
have brought curses, not blessings, both to him who has given 
and to him who has taken. 

In other, ways also, the financial position of the provincial 
Governments was consolidated and improved. " The Act of 1919 


^ Budget Statement (1927-8). 
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increased the borrowing powers of the provinces. Some of the 
provinces accordingly raised their own loans within India, but 
it was found that they had to pay rates of interest higher than 
those paid by the Govei^nment of India. It was therefore found 
more advantageous for the provinces to borrow from iSie central 
exchequer, and to systematize such borrowings a Provincial Loans 
Fund was established in 1925.^ Its object was to regulate the 
terms and conditions, the rates of interest and the period of 
amortisation of all advances made by the central Government to 
the provinces. This fund was intended to be self-supporting and 
independent of the central debt. The Government of India 
normally refrained from scrutinizing the purposes for which the 
loans were taken , but the terms as to interest and repayment varied 
according as the loan proceeds were to be used for remunerative 
capital expenditure or otherwise. The provincial Government’s 
right to borrow in the open market subject to the conditions in the 
Local Government Borrowing Rules still remained intact. It has 
been gradually becoming clear from the experience of other Fede- 
rations, especially Australia, that a co-ordination of borrowing by 
the Governments in a Federation is essential, in the interests both 
of the central Government and of the provinces, and that a system 
of co-operation through a common agency is often the best 
arrangement. The establishment of the Provincial Loans Fund 
was therefore a step in the right direction. When introducing that 
scheme in the Assembly in 1924, Blackett expressed the hope that 
the fund would some day be administered by an Indian body 
corresponding to the National Debt Commissioners and the Public 
Works Loan Commissioners in England.® As a result of this 
scheme the provinces were enabled^to borrow on easier terms for 
development purposes. 

Another longstanding grievance of the provinces was that, 
though they were charged interest when they overdrew their 
balances with the Government of India, they were allowed no 
interest when they had credit balances. This grievance was also 
removed by the decision that the provinces need pay no interest 
on withdrawals during the financial year ; any overdraft outstanding 
at the end of a financial year was to be converted automatically 
into a loan. 

The separation of the provincial balances from the central is 
essential for the financial autonomy of the provinces. As Sir 
Frederick Gauntlett, Auditor-General, said : ‘The recognition of a 
right to separate balances almost necessarily seems to imply the 
recognition of a right to a larger degree of freedom from external 
financial control. Moreover, untir a government has its own 
separate balances it cannot adequately realize the importance of 
financial consideration/ But various circumstances* made this 

^ Simon Commission, yoL V (Memoranda), Fart II, pp, 1014-20. 

® Budget Statement (19244). 
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reform difficult at the time and the matter had to wait till the 
Eeforms of 1935. 

Another financial proposal considered was the separation of audit 
from accounts. Such a reform was regarded as essential for some 
time, and*^as an expenmental measure, audit was separated from 
accounts on the civil side in the United Provinces and also in 
certain departments of the Government of India. In regard to 
the Army, such a system had already been practically in vogue. 
But the experiment was not regarded as a great success and on 
financial grounds it was abandoned with the approval of the 
Secretary of State. ‘ The question which system is the more 
correct one in principle still remains open/^ 


^ Introdwcfcion to the Indi^in G-overnment Accounts and Audit, No. 11, dated 
2 March 1934. 



CHAPTEB XXVII 


PEOPOSALS POE EE-ALLOCATING FINANCES 

§1, Defects of the Meston Settlement 

As we have already seen, the financial settlement of 1919 caused 
a serious strain in the relations between the fTOvernmeiii of India 
and the provincial Governments. A persistent agitation continued 
for a modification of the ‘ Meston Settlement The ‘ industrial ^ 
provinces, namely Bombay and Bengal, made the loudest com- 
plaints, but the ‘agricultural’ provinces (Madras, the United 
Provinces, the Punjab and others) also joined the chorus, although 
on different grounds. For the moment, the provincial contribu- 
tions formed the principal cause of complaint, and therefore they 
were rectified at the earliest opportunity. By the abolition of the 
provincial contributions in ‘1927, the grievances of the agricultural 
provinces were removed, but those of the industrial provinces still 
remained and their protests became even louder afterwards. Their 
main complaint was that, while the provincial expenditure was 
necessarily expansive, the provincial revenues were inelastic and 
altogether inadequate to meet the growing needs of the 
‘ transferred ’ services. Provincial taxes were paid chiefly by the 
agricultural classes, and it was not possible to add much to their 
burdens. Industrial income went* on growing, but the provinces 
could not tax it. Since customs duties and the income-tax went 
to the central Government, the revenues of the industrial pro- 
vinces were very inelastic. They felt this especially after the 
abolition of the provincial contributions, which increased the 
resources of the agricultural provinces. The industrial provinces 
therefore pressed for a modification of the whole basis of the 
division of revenues between the central Government and the 
provinces. 

It is by no means an easy task to examine the equity of the 
distribution of sources of revenue between the central Government 
and the provinces. Some of the criteria used by critics were rather 
unsuitable. The Meston Settlement was often criticized on the 
ground that a much larger proportion of the total revenue of the 
industrial provinces than of the agricultural provinces was taken 
by the central Government. For instance, it was pointed out 
that of a total avenue of Es. 28| crores raised in Bengal, 
the provincial Government was given only Es, 7 crores or 
25 per cent., while Madras obtained Es. 8 crores out of Es. 20 crores 
(40 per centO^and the United Provinces Es, 8 crores out of 
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Es. 13*75 crores (60 per cent.).^ The weakness of this line of 
reasoning is obvious. The total revenne taken for comparison 
includes customs and income-tax collections. It is a wmll-knowii 
fact that a very large proportion of the exports and imports of 
all India losses through, and are taxed at India’s two principal 
ports, Bombay and Calcutta, and to assign to the provinces of 
Bombay and Bengal the large customs collections at those two 
large ports would be most unjustifiable. Income-tax stands on a 
different footing; yet, as we shall see presently, it would be most 
unfair to assign to Bengal and Bombay all the income-tax col- 
lected in those provinces. 

A more reasonable method of comparison is to see what increase 
of revenue accrued to each province as a result of the Eeforms. 
This is shown in the following table : 


Increase of Revenue from 1921-2 to 1928-9 

(In lakhs of rupees) 


I 

Province [ 

Revenue 1921-2 
(deducting 
contributions) 

Revenue 1928-9 

Percentage 

increase 

Madras 

11,46 

17,53 

53 

Bombay 

13,11 

15,22 

16 

Bengal 

8,32 

10,99 

32 

United Provinces 

10,02 

11,45 

14 

Punjab 

7,10 

11,16 

57 

Burma 

9,18 

11,12 : 

21 

Bihar and Orissa ... 

4,48 

5,87 

30 

Central Provinces 

4,63 

5,36 

16 

Assam 

1,81 

2,74 

50 

Total provincial revenues ... 

70,06 

91,44 

30 


It is clear from the above table that the Punjab and Madras 
enjoyed a much larger increase of revenue than Bombay, the 
United Provinces, Bengal, and Bihar and Orissa. But it does 
not necessarily follow that the arrangement was unfair. This 
result was partly due to the rectification in 1919 of the longstand- 
ing injustice suffered by certain provinces before the Eeforms. As 
has been shown in previous chapters, Madras and the United 
Provinces contributed befoi'e 1920 much larger proportions of their 
total revenues to the central exchequer than Bengal and Bombay, 
but this inequality was hidden by the system of ' divided heads 
This was largely rectified in 1919 by assigning certain revenue 
heads to ail the provinces alike, except so far as it was continued 
temporarily by the system of provincial contributions. 

Another way of examining the equity of the settlement is to 

* Note of the Fiuance Committee of Bengal on the Meston Committee’s Eeport. 
a?his point of view is also emphasized by J. H. Gupta, The^Gase for Finanml 
Jusim to Bengal (1931), pp. 34-6. 
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compare the i^eveniies of the different provinces on the per head 
and per unit of area bases. The follovnng table brings ont this 
comparison (foi* the year 1929-30) : 

Province Revenue per Revenue pet 

head of population squire mile 



Es. 

Es. 

Madras 

... 3-98 

],184 

Bombay 

... 6-95 

3,089 

Bengal 

... 2-25 

1,367 

United Provinces 

... 2-84 

3,213 

Punjab 

... 5-66 

3,173 

Burma 

... 8-35 

472 

Bihar and Orissa 

... 1-69 

690 

Central Provinces 

... 3'80 

530 

Assam 

... 3-40 

488 


We may also compare the expenditure in the different provinces 
on transferred services, but this mode of comparison i>s also liable 
to the defect mentioned above. 


Expenditure in lakhs of rupees 


Province 

1922-3 

1929-30 

(budget) 

Percentage 

increase 

Madras 

4,11-S 

7,68-8 

86 

Punjab 

2,99-0 

6,42-7 

82 

United Provinces 

2,98-0 

3,88-2 

30 

Bombay 

4,53*5 

5,67-6 

25 

Bengal 

3,53-9 

4,04-0 

14 


In the following table a comparison is made of the expenditure 
on education and public health per head of population in the 
different provinces. The figures are for 1929-30.^ 


Province 

Expenditure per head 

on 

Education 

Medical 
and Public 
Health 

Total 

Expenditure 


Es. as. ps. 

Bs. as. ps. 

Es. as. ps. 

Madras 

0 9 9 

0 6 5 

4 2 11 

Bombay 

110 

0 7 6 

8 4 8 

Bengal" 

0 4 6 

0 3 4 

2 a 10 

United Provinces 

0 6 9 

0 2 3 

2 11 8 

Punjab 

0 13 0 

0 6 3 

6 8 8 

Burma 

0 15 4 

0 7 10 

8 9 11 

Bihar and Orissa ... 

0 4 2 

0 2 6 

1 13 0 

Central Provinces ...» 

0 6 6 I 

0 2 7 *1 

3 12 8 

Assam 

0 6 9 

i 

0 4 8 

3 14 9 


^ See^ Simon Oommksion BepoH, voL II, p. 238- 
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That there are great disparities between the different provinces 
in the standard of esjpenditnre is clear. Between Es. 1-13-0 
per head in Bihar and Orissa and Es. 8-4-8 per head in Bombay, 
the gap was a great one. But it must be borne in mind that these 
figures give no clear indication of the true state of affairs in the 
different provinces. As Layton has pointed out, in a province 
like Bombay with a scattered population more teachers and police- 
men must be maintained per head of population; and the cost of 
roads and of medical and sanitary services must be higher per 
liead.^ The differences in the cost of living and in the standard 
of remuneration between the different provinces must also be 
taken into account. Nevertheless, the fact remains that in some 
provinces progress had been rapid, while in others it had been 
slow. In the case of Bombay, it is true the standard of expendi- 
ture was already comparatively high ; but in provinces like Bengal , 
and Bihar and Orissa, the level of expenditure was low and did 
not show any tendency to rise. Various historical and other causes 
can be found for the rigidity of revenues in certain provinces. 
Ill Bengal and other permanently settled tracts, land revenue 
has hardly increased in the last hundred years, and even the 
attempts to impose cesses have been only partially successful. 
Excise is also not a very elastic source in Bengal, and therefore 
the growth of revenue in that province was confined to stamps, 
registration charges and small items like amusement-taxes. Thus 
the allocation of sources of revenue in 1919 was unfavourable to 
Bengal. Other provinces sought to enhance their revenues by 
additional taxation, but Bengal did not do so. 

The difficulties of Bombay ai'ose chiefly from its rather lavish 
outlay on certain development gchemes which proved unprofitable 
financially. The result was that Bombay had to spend nearly 
20 per cent, of its revenue on debt charges, while other provinces 
spent on that head only 8*5 per cent, on an average. Madras, 
for instance husbanded its resources very carefully and consequently 
its debt charges came to only 5 per cent, of its revenue in 1929-30. 

The following table shows the burden of land revenue and 
excise per head in the various Provinces in 1928-9. 



Land 

Eevenue 

Excise 

Per bead 

Province 

Per bead 

Per acre 

Bengal 

Es. as. ps. 

13 8 

B-s. as. ps. 

0 11 0 

Es. as. ps. 

0 7 2 

Bihar and Orissa ... 

0 9 5 

0 8 6 

0 8 1 

Bombay 

1 11 6 

2 7 9 

1 12 9 

Madras 

9 6 0 

1 14 9 

13 3 

Unifeed Provinedfe 

2 0 0 

1 m 9 

0 4 4 

Punjab 

2 5 7 

3 6 4 

0 8 3 


^ Bimon Commimon Eepoft^ yoL II, p. 
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Whatever might have been the causes of hiiancial stringency 
in the provinces, there is no doubt that in the interests of economic 
welfare the provinces needed larger revenues than they possessed. 
The duties connected with the economic and social development 
of the country fell mainly to them, and without ade(iuafe revenues 
they could not be expected to discharge those duties satisfactorily. 
It was also necessary to enlarge their powers, so that they might 
feel full res|X)nsibility for their own financial solvency. 


§2. Proposals for Reform 

The question of a re-allocation of resources between the central 
Government and the provinces was taken up soon after the 
Eeforms, and it evoked a pj’olonged controversy, not only between 
the Governments concerned, but also among businessmen and 
economists. It formed part of the subject-matter of the inquiries 
by the Mtiddirnan Committee (1924), the Indian Taxation Enquiry 
Committee (1924-5) and finally the Indian Statutory Commission 
(assisted by Sir Walter Layton) in 1929-30. Chambers of Com- 
merce discussed the matter at their conferences, and the Indian 
Economic Association made it the subject of its deliberations at 
its annual conferences in 1929, 1930 and 1933. 

In a composite, quasi-federal political system like that of India, 
there are three possible methods of effecting the financial adjust- 
ment between the centre and the provinces : (1) the whole of the 
revenues may be collected by the central Government and a part 
may be distributed among the provinces; (2) the whole revenue 
may be collected by the provinces ^and then contributions may be 
made to the central Government; (3) each Government may have 
its own independent sources of revenue. The first method had 
been tried before 1919 with unsatisfactory I'esults and it is neces- 
sarily unsuited to a quasi-federal system in a country of the size 
of India with provincial Governments which govern larger popu- 
lations and tenitories than most of the sovereign states in Europe. 
The second alternative would place the centi'al Government in the 
position of a pensioner of the provinces and is utterly unsiiited to 
the requirements of India. Provincial contributions were tried 
and were found to be ' a curse both to those who gave and to 
those who received’. We are therefore left with the third alter- 
native of separating the resources of the central Government and 
the provinces. This was what the Reforms of 1919 actually did. 
For the first time the provinces were placed on a basis of substantial 
financial autonomy and were dealt with uniformly in regard to 
sources of revenue. Thus a thoroughly federal system of finance 
was adopted , altliough the constitutional frame-work was still 
unitary. The separation of sources of revenue was carried further 
than in many federal constitutions. Owing to the predominance of 
two or three Isfge taxes in the revenue system of most countries^ 
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it has been found difficult to effect a complete separation 
of the federal and the provincial heads of revenue, and therefore 
in some of them (e.g. Canada, and Germany before 1934) the 
proceeds of certain important taxes are divided between the two 
governmeflts in some fixed proportions; in others the two govern- 
ments raise independent taxes of the same kind side by side (e.g. 
Federal and State income-taxes in the U.S.A. and Australia). 
In India it cannot be said that the Governments depend mainly 
upon two or three large taxes; there is perhaps a larger variety 
of resources than in the case of many Federations. But, even 
here, difficulties are bound to arise when a clean separation of 
revenue heads is made. In the first place, certain revenue heads 
like land revenue and excise are high yielders in some provinces 
and low yielders in others. Secondly, the most expansive revenue 
heads in a developing country must be those directly depending 
upon industry and trade, namely, customs, income-tax, excises 
and commercial stamps. Most of these were allotted to the Centre 
in India, and thus the provinces were given very little access to 
the expanding resources resulting from increased industrial and 
commercial activity. The following table shows that the revenue 
from the two most important provincial heads had increased little 
between 1914 and 1930, whereas the revenue from the two most 
important central heads in 1930 was about five times what it was 
in 1914. 

(In ijscotes <>l rupees) 


Eevonu'e head 

1861-2 

190X-2 

1914-5 

19304 

Land Bevenue 

196 

27-4 

31-8 


Excise (Provincial) 

1-6 

6-0 

13-2 


Income-tax 

l-V 

1-9 

3-0 


Customs 

2-8 

5-7 

94 i 



It is evident that in this period the proceeds of customs duties 
and income-tax proved to be very expansive, although this was 
largely due to increases in the rates of tax. Whenever economic 
development goes on rapidly, these revenues (especially income-tax) 
are likely to expand. 

§3. Proposals for Re-allocation 

Various measures of reform were considered in the course of 
the inquiries mentioned above. As a radical remedy, it was sug- 
gested that the whole of the revenues might be collected by the 
provincial Governments and contributions made by them to the 
central Government. Others thought that a redistribution of the 
revenue heads would .suffice. But the view that finally obtained 


^ This figure is for 1860. 
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the greatest support was that the worst faults of the Meston Settle- 
ment could be remedied by making the income-tax a balancing 
factor. It was also suggested that a Proyineial Fund might be set 
up from which grants could be made to adjust inequalities. 

1. With a view to giving complete fiscal autonoihy to the 
provinces, it was suggested (e.g. by some members of the Indian 
Central Committee on Constitutional Reforms) that all the 
revenues of India should belong to the provinces where they are 
collected. There are serious objections to this proposal. To make 
the central G-overnment a pensioner of the provinces would weaken 
its authority and reduce its effectiveness in every way. An 
arrangement of that kind made the American Confederation of 
1780 an unmitigated failure, since it was found difficult and almost 
impossible to compel defaulting states to produce their quotas. 
Even the weakest Federation today gives independent financial 
resources to the central Government. 

It can also be shown that the proposed system would result in 
unfairness as between provinces.^ As already explained, revenues 
like customs and income-tax are largely collected at big ports and 
trade centres like Calcutta and Bombay and to assign them to 
the two provinces where they happen to be mainly collected would 
result in gross injustice to the other provinces. The case of 
customs revenue is tlie most glaring. It is collected chiefly at the 
main ports, but is ultimately paid by the people all over the 
country; and it would be impossible to allocate the proceeds of 
import duties to the various provinces on the basis of ultimate 
consumption without an elaborate and expensive bonding system. 
In exceptional cases, such as that of the export duty on jute, 
allotment can be made between provinces on the basis of the 
amount produced in each. But the incidence of the duties on 
imported goods which form the mainstay of the customs revenue 
is uncertain. Further, it is essential that there should be uniform 
rates of customs duties throughout India, and this can only be 
effectively secured by means of a central organization. The fact 
is that the existing provinces of India are not suitable areas to 
be treated as independent fiscal units. If India were divided up 
into four or five homogeneous provinces, each being an economic 
unit with its own port and its agricultural and industrial areas, 
it might then be possible to establish a fiscal system as proposed 
above. In the present circumstances, many of the provinces 
cannot establish any natural right to the revenues collected within 
their territories. The absurdity of such a claim becomes clear 
when we remember that under that arrangement Bengal would 
get over Es. 40 crores of revenue while Bihar and Orissa, with a 
population only 25 per cent, less than that of Bengal^ would get 
only about Es. 7 crores. 


Simon Commission Report, voL II, p|>. 
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2. Some persons suggested a partial redistribution of revenue 
heads with a view to increasing the provincial resources. Some 
of the proposals put forward were sound; for instance, it was very 
desirable that commercial stamps should be transferred to the 
central Government, as the regulation of them was connected with 
central functions and the rates prescribed should be uniform 
throughout the country. Other projrosals were not equally wuse. 

One of them was the transfer of income-tax to the provincial 
Governments and of the excise on liquor and drugs to the central 
Government.^ For the moment, the central Government would 
have been the gainer as the revenue from excise was Rs. 19 crores 
while that from income-tax was only between Es. 15 and Es. 16 
crores, but eventually tlie latter would expand much more than 
the former and thus the provincial Governments would be able 
to obtain increasing revenue for financing the nation-building 
services. The proposal however, was not feasible, as the diffi- 
culties involved were insuperable. The liquor excise systems of 
the different provinces differ fundamentally, and it would not be 
easy to make them uniform. Nor is it desirable to leave to officers 
of the central Government work which touches so closely the 
life of the people and requires the help of the Police, who are 
under provincial control. Some supported the proposal on the 
ground that a centrally administered excise would facilitate 
prohibition, but that made the proposal specious, if not 
dangerous.^ f 

It may be noted that the proposal for provincializing the ' 

income-tax came chiefly from Bengal and Bombay. In those two , 

provinces the income-tax collections are large, but (as has already 1 

been showm in regard to cugtoms revenue) it would be untrue 
to say that all the income-tax collected in those provinces arises 
only from them. The incomes on which tax is collected in those 
two provinces are not entirely earned in them. The head-offices i 

of most large businesses in India are at Calcutta or Bombay, | 

and naturally they are assessed to income-tax there, but it i 

would be a great injustice to the other provinces if all the , 

income-tax paid by such businesses were assigned to the provinces 
where it is collected. As Sir Walter Layton cogently puts it ; 

‘ The population of towns, and in particular that of the capital | 

cities, builds up its economic life on that of the country as a 
whole, while the prosperity of the great ports has its roots in . * 

the villages of the interior as well as in those of seaboard provinces 
themselves. The shipping concerns and commercial houses of ' , 

Karachi or Bombay, for example, may enjoy increased profits next ! 

year as a result of favourable agricultural conditions in the Punjab. 

These profits will mean higher income-tax assessments in respect 


^ See K. M. Joshi’s paper in the Indian Journal of Economics, January 1929. 

® * The Beadjustment of the Indian Financial System ’ by P. J, Thomas, 
IndiM Agaifs (London), vol. I, No, 1 (1^0), 
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of incomes earned in the presidency of Bombay and increase the 
consumption in those cities of imported goods and, therefore, the 
amount of customs revenue collected. But it would be a mistake 
to attribute this expansion of revenue to the special industry or 
good fortune of the Presidency alone. On the contrary, it would 

be due primarily to conditions elsewhere Under these 

conditions the tax revenue wdiich arises from the activities of 
great centres, such as Bombay and Calcutta, is properly to be 
regarded as clue to the whole economic life of India and not merely 
to that of a particular territory round those ports. 

§4. Division of Income-tax 

It must be admitted, however, that if the provinces can put 
forward a reasonable claim for any of the revenues now central, 
it must be for a share in the income-tax and perhaps also the salt 
tax. Although the income-tax revenue from the incomes of the 
larger businesses should be definitely central, there is no special 
reason, theoretical or practical, for the central Government 
being* given the whole proceeds of the tax on personal incomes. 
As Layton puts it : ‘ The system of distribution (of revenues) must 
enable a province to benefit from its own economic development 
and from the enlargement of its own tax-producing capacity. In 
other words it must receive some benefit from an increase of the 
revenue which arises within it/^ A good part of the burden 
of industrial development falls on provincial shoulders and to deny 
them any share in the tax on the resulting income was unjusti- 
fiable. It was on these grounds that under Devolution Rule 15 
framed under the Government of ''India Act, 1919, three pies in 
the rupee of any excess in the income assessed to tax in a province 
in any year over that so assessed in 1920-1 was assigned to the 
provincial Government out of the proceeds of the income-tax. 
But the share thus allotted to the provinces was far too small. 
While industrial production was growing rapidly in Bombay and 
Bengal, those provinces had to look on and see practically the 
whole benefit so far as tax revenue was concerned going to the 
Government of India, although a good part of the burden of 
increased expenditure on this account fell on the provincial Govern- 
ments. The provinces complained that while the central Govern- 
ment taxed the wealLliy man, they could only tax the poor man.® 

There was general agreement as to the advisability of giving 
the provinces a share in the income-tax revenue, but difficulties 


^ Simon Commission Beport, voL II, p. 246. 

^ ibid., p. 251. ^ • 

^ Tile Financial Secretary of the Bombay Government said at a Conference; 

‘ If there is to be any real provincial autonomy, we ought to aim at a system of 
taxation which permits the local Government to distribute its taxes according to 
principles which recognized as being equitable. ... We cannot tax industries 
at allj we can only tax the cultivator and the poor man/ 

23 
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arose when the mode of division was considered. Three methods 
of dividing the proceeds of taxes on income between the Centre 
and the provinces have been employed in other countries ^ namely 
(1) levy of separate income-taxes by the two governments, (2) levy 
of the tax%y the centre, with surcharges for the benefit of the 
provinces, and (3) division of the yield between the two 
governments in some proportion. 

1. In the federal constitutions of the United States and 
Australia, the States as well as the Federal Government levy 
separate income-taxes. Normally each employs its own staff 
for collection.^ This system has proved expensive and annoying in 
those countries. The existence of two independent taxing authori- 
ties operating within the same sphere is bonnd to cause consider- 
able irritation to the tax-payers. On these grounds, that 
arrangement was condemned by the Royal Commission which 
inquired into the tax-system of Australia in 1920. Things wmiikl 
be worse if the rates varied between different States. It is true 
that local authorities in India are permitted to levy taxes directly 
assessed on income and this has not caused any great annoyance. 
Considering the large size of India and fhe fact that the 
exemption limit for the central income-tax is fairly high, wmnid it 
be practicable to develop a separate provincial income-tax in 
India ? 

2. In European countries, the income-tax is levied by the 
central Government, which also levies surcharges (centimes addi- 
tionnels) for local purposes. The Taxation Enquiry Committee 
found various objections to the levy of any such surcharge in India 
for provincial purposes, but those objections seem to have been 
largely due to certain misconceptions. “ It would not be fair, for 
the reasons given above, to make this levy on the total amount 
collected in a province, but no theoretical objection can be raised 
against a surcharge on the tax paid on personal incomes of 
residents within the province. The fear that such surcharges 
might encroach upon the sphere of central taxation would be 
removed if the surcharges were limited to a definite percentage 
of the rates prescribed by the Government of India. ^ Layton 
supported the scheme of enlarging provincial resources by means 
of surcharges on the income-tax. 

3. A third alternative is to assign to the provinces a share 
in the proceeds of the income-tax levied and collected by the 
central Government. By this arrangement a uniformity in rates 
and law can be secured, and on these and other grounds this has 
found favour in India. Two alternative modes of dividing the 
proceeds of the central income-tax were considered. 


^ The Skte of Massachusetts, however, engages the Federal Officers to collect 
the State tax as well, 

® Tamtion Committee Eeport (1926), p. 381. 

® Simon Commission Meport, voL V, Part II, pp. 875-6, 
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(a) The Governments of Bengal and Bombay proposed that 
one-lialf of the proceeds of income-tax and super- tax collected 
within a province should be assigned to that province. This 
would, of course, enable those two Governments to obtain for 
themselves a very large share of the income-tax reveiftie, but the 
injustice of any such method of assignment based on total collec- 
tions has already been explained. It would be extremely difficult 
to apportion the income of companies according to origin; if per- 
sonal incomes only were taken into account, this proposed method 
of assignment would be reasonable. 

(b) Another basis of distribution was proposed by the Taxa- 
tion Enquiry Committee, which investigated this matter carefully, 
in the light of the conclusions of the League of Nations Com- 
mittee of Experts on Double Taxation in 1921. The following 
w’ere the principal recommendations of the Taxation Committee ri 

Central 
1. Super-tax. 


2. Collections on incomes that 
do not appertain to resi- 
dents in particular pro- 
vinces; e.g. the tax on the 
undistributed dividends of 
companies and on incomes 
of persons resident abroad. 

The proposal to assign to the provinces a part of the tax on 
personal incomes has the advantage that the amount would vary 
with the taxable capacity of the province, but a graduated basic 
rate would be inconvenient unless the Government of India could 
also adopt the same system of graduation. Therefore a flat rate 
on the total personal incomes was suggested by the Government 
of India as a simpler and more convenient arrangement.® It 
would vary with the volume of economic activity in the province, 
and the provinces would thus get an elastic source of revenue. 
The above proposal w^as discussed at the conferences of provincial 
representatives in 1926 and 1927 and was generally agreed to by 
the provincial Governments. The Government of India objected, 
however, to the proposal to assign to the provinces a small part 
of the receipts from super-tax levied on companies. Layton agreed 
with the Taxation Committee on general principles, but thought 
it preferable to give to the provinces one-half of the proceeds of 
the tax on personal incomes. He considered that in view of the 

^ Beport, pp. S84-5. 

^ Circular letter to the Provinces, No. 116, dated 13 August 1926, para 7, 


Provincial 

1. A basic rate on pex*sonal 

incomes graduated propor- 
tionately to the general 
rate. 

2. A small portion of the 

receipts of the Corporation 
Profits Tax. 
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financial position of the Govei’nment of India no part of the 
proceeds of the super-tax could be given to the provinces.^ 

'■ §5. A Provincial Fund 

It was also realized that a re-allocation of existing resources 
was not sufficient; fresh sources had to be tapped if the provinces 
were to be given adequate revenues. For various reasons some 
authorities considered that it was not advisable to leave it to the 
provinces to levy the new taxes and that it would be better for the 
central Government to levy them and distribute the proceeds to 
the provinces. Sir Walter Layton drew up a proposal for a 
Provincial Fund, to be administei'ed by an Inter-Provincial Council 
under the chairmanship of the Finance Member of the Govern- 
ment of India. The Fund was to be distributed on the basis of 
population. Excises on cigarettes and matches were suggested as 
possible sources of revenue for the Fund and also the salt revenue, 
if and when the financial position of the central Government per- 
mitted it.® These three excises were expected to yield a revenue 
of Bs. 14 crores at the end of ten years. The Simon Commission 
blessed this scheme and the Government of India gave it their 
general approval in their Dispatch on the Statutory Commission’s 
Report.® As we shall see, this proposal had some influence on the 
scheme finally adopted by Parliament in 1935. 

Soon after the Simon Commissiop had reported, the revenues 
of India shrank under the pressure of the greatest economic 
depression of modern times, and therefore the estimates and 
assumptions of Sir Walter Layton were upset. The rectification 
of the Indian financial system* was also put off. By the time 
the Bound Table Conference came to consider the financial prob- 
lem, the idea of an all-India Federation had been adumbrated 
and fresh inquiries had to be made preliminary to devising a scheme 
of federal finance. 


^ Simon Commission Report, vol. II, pp. 2S6, 208, 

» m., pp, 259, 268-4. 

® ibid., pp. 183-4; Government of India’s Dispatch, dated 20 September 1930, 
pp. 62-7. 





CHAPTEE XXVIII 

INDIAN FINANCES IN THE DEPEESSION 

§1. The Decline of Trade and Revenues 

After 1922 the financial position of the Government of India 
became rather strong. The external demand for India’s staples 
went on increasing. As a result trade improved, the balance of 
trade became favourable and the revenue expanded. It was 
therefore possible not only to reduce or abolisii certain taxes, 
but also to wipe out the provincial contributions altogether. It 
was then expected that such conditions would continue; and the 
Simon Commission looked forward to a definite upward movement 
in the revenues of the central Government, especially from 
customs duties and income-tax.^ These expectations were not 
fulfilled. The Wall Street boom collapsed (October 1929) some- 
time before the Simon Commission finally reported (1930), and 
soon the whole world was plunged into the abyss of an unprece- 
dented economic depression. Between October 1929 and Decem- 
ber 1931, the prices of India’s chief staples fell by about 
40 per cent. The Calcutta index number (base 1914), which stood 
at 143 in October 1929, fell to 87 by June 1932. 

The slump had most baneful effects on the trade and finances of 
the country. The export trade of India in the ten years ending 
1929-30 amounted to an annual average value of Es. 326 croras, 
but by 1932-3 it had fallen to Es. 136 crores — ^liardly two-fifths of 
the former average. The extent of the fall will be clear when 
we remember that even the pre-War average (ten years ending 
1914) was Es. 195 crores. The import trade also fell from Es. 243 
crores (average of ten years ending 1929-30) to Es. 132 crores in 
1932-3. Imports would have shrunk further, had it not been for 
the additional purchasing power created by the export of gold 
in copious quantities from 1931. 

This tremendous decline in foreign trade completely upset the 
revenue position of Government. After the War, about two- 
thirds of the central Government’s revenues came from customs, 
a source which depends directly on external trade. Import duties 
produced the bulk of the customs revenue, and the imports which 
paid the largest revenue were sugar and cotton goods. The 
amounts of sugar and cotton goods imported declined rapidly 
after 1928, partly no doubt because of the country’s dwindling 
purchasing power,* but chiefly on account of the great increase in 


0 


^ op. cit., pp. 2S0-2. 
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home production which resulted from the State’s protective policy 
and the strong ‘swadeshi’ spirit among the people. The import 
duty on sugar, which brought in Es. 10-63 crores in 1930-1, pro- 
duced hardly Es. 5 crores in 1933-4; the revenue from duties on 
cotton goods also fell greatly owing to the rapid fall in imports. 
The revenue from income-tax registered a sudden decline, as was 
but natural, seeing that the profits of companies assessed to income- 
tax fell from Es. 53 crores (average of five years ending March 
1930) to Es. 29 crores in 1932-3. Perhaps the most pitiable 
record is that of the non-tax revenues, especially those from 
the commercial departments. The following table is self- 
explanatory : 


Non-Tax Revenue of the central Government 


(In crores of rupees) 


Items 

19234 

1929-30 

1983-4 

ISTefc revenue from commercial departments (chiefly 
Eailways) 

8-97 

5*24 

•56 

Net revenue from opium 

1-66 

2'6^ 

•88 

Net revenue from currency and mint ... 

2-14 

2-00 

•74 

Interest receipts ... ... f,. 

3-16 

440 

1 1*63 

Extraordinary receipts 

2-60 

1*89 

•36 

Other revenues ... ... ... ... 

2*72 

3-88 

2-72 

Provincial contributions 

9-20 

... 

... 

Total ... 

1 

30-4S 

1946 

6-89 


The position of the Eailways was the most disappointing factor. 
After the separation of the railway budget in 1924, the railway 
finances improved for a time and the contribution to the general 
revenues was maintained at an annual average of about Es. 6 
crores till the depression deepened. The following table shows 
the position of the state-owned Eailways before and after 
1929 : ' 
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Bailway Finances, J9S4-5 to 1935-6 


(In crores of rupees) 


Year 

Net^ 

traffic 

receipts 

Net 

revenue 

Interest 

charges 

Surplus® or 
deficit 

% 

Contribution 
to general 
revenues 

Net surplus® 
transferred 
to reserve 

1924-5 

38-13 

37-06 

23-90 

13*16 

6-78 

6-38 

1925-6 

35-28 

34-09 

24*81 

9*28 

5*49 

8*79 

1926-7 

34-64 

33-37 

25-87 

7*50 

6-01 

1-49 

1927-8 

38-99 

38-12 

27-27 

10*85 

6*28 

4-57 

1928-9 

37-61 

37-14 

29-33 

7-81 

6-23 

2*58 

1929-30 

* 34-52 

34-50 

30-46 

4*04 

6-12 

-2-08 

1930-1 

27-64 

27-53 

32*72 

-5-19 

5-74 

-10*93 

1931-2 

23-86 

23-87 

33*07 

-9-20 

... 

-4*96 

1932-3 

21-58 

22*68 

32*91 

-10*23 


... 

1933-4 

28*57 

24*62 

32-58 

-7-96 

... 

... 

1934-5 

26-21 

26-74 

31*80 

-5-06 

... 

... 

1935-6 

29-07 

29-79 

81*69 

-1-90 

... 

... 


Thus in the years from 19g4-5 to 1929-30^ the Railways 
contributed nearly Rs. 36 crores to general revenues. In 1930-1 
the slump affected railway earnings and the contribution was paid 
entirely from the Railway Reserve Fund, In 1931-2 the gloom 
deepened and, in spite of emergency retrenchment measures, deficits 
continued from year to year and the railway budget was only 
balanced by drawing repeatedly on the Reserve Fund and, after 
that was exhausted, on the Depreciation Fund. 

§2. The Financial Crisis, 1931 

With revenues rapidly declining and expenditure remaining 
high, the position of the Government of India became unenviable. 
Conditions were not too bright even before the slump began. The 
years 3927-8 and 1928-9 had closed with deficits amounting to 

^ Net traffic receipts mean the difference between gross traffic receipts and 
working expenses including depreciation but not interest. 

^ Surplus is the balance of net revenue after the payment of interest charges. 
Deficit is any amount by which net revenue falls short of interest charges. 

® Net surplus represents the balance left after payment of the contribution to 
general revenues,# 
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Ks. 2*21 crores and Es. 1*06 ci’ores respectively. The year 1929-30 
closed with a small surplus owing to certain windfalls. In 1930 
prices suddenly fell, trade declined and the revenue collections 
dwindled, as mentioned above. The revised estimates for 1930-1 
disclosed a^fall of revenue to the extent of Es. 13*56 crores, of 
which Es, 12*10 crores was under customs, income-tax and other 
principal heads of revenue. The year 1930-1 finally closed with 
a deficit of Es. llj crores. The revenues continued to fall, and 
it was feared that the year 1931-2 would close with a deficit of 
Es. 19 J crores. 

This situation was not brought about solely by the trade 
depression. There were important aggravating factors like the 
economic boycott, frequent hartals and so forth. Tliese political 
disturbances weakened confidence in India as a field for invest- 
ment both at home and abroad, and led to a decline in the price 
of Indian securities and a large withdrawal of capital from the 
country. This meant increased expenditure on loans, and the 
Government of India were forced to take measures to protect their 
position. High money rates prevailed, and this increased the 
difficulties of traders. The rapid decline in the pi'ice of Govern- 
ment securities disclosed the true state of public credit. The 
3| per cent. India sterling stock which stood at 69 in 1929 had 
fallen to 60 by April 1931. By September 1931, it had fallen 
to 43J. 

The world economic situation went from bad to worse. On 
21 September 1931, the British Government announced its 
decision to abandon the Gold Standard. This created a great 
sensation not only in Britain but in India as well. The Govern- 
ment of India took immediate action by issuing an ordinance 
relieving themselves from the obligation under the ('Currency Act of 
1927 to sell gold or sterling, and the three days, 22 to 24 September, 
were declared public holidays under the Negotiable Instruments 
Act. On 24 September the decision to link the rupee to sterling 
at the existing ratio was announced, and a new ordinance was 
issued cancelling the earlier ordinance and limiting the sale of 
sterling by the Government to certain definite purposes. No 
difficulty was felt when the banks re-opened on 25 September and 
the temporary restrictions placed on foreign exchange transactions 
were soon removed. 

There has been a good deal of criticism of the Government's 
decision to link the rupee to sterling. Three alternative courses 
were open to the Government of India in September 1931 : namely, 
(1) to remain on gold either at the old or at a lower parity, (2) to 
leave the rupee to find its own level, and (3) to link the rupee 
to sterling at the existing or a lower ratio. Considering the un- 
certainties of the world situation and the heavy obligations that 
the Government had to meet in England, partly under * home 
charges* and partly for repayment of debt, the Government 
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found it difficult to adopt any oilier course tlian linking tlie rupee 
to sterling. This was considered to be the least risky course, and 
with good reason. Not only India, but also most of the countries 
whose dealings in England played a largo part in their financial 
operations, decided to link their currencies to steiiing. Nor 
have the results been disappointing. The sterling area recovered 
much sooner from the effects of depression than the gold 
bloc, and within a few years it enjoyed a large measure of 
prosperity. 


§3. How Financial Eqiiilibrmn was Restored 

The Government of India handled the crisis energetically. An 
emergency budget was placed before the Assembly on 29 Sep- 
tember 1931. The Government’s two principal lines of action 
for improving the financial position were : (1) retrenchment, and 
(2) increased taxation. 

A retrenchment campaign had already been launched. Early 
in the year, some small economies amounting to Rs. 2*73 lakhs 
were carried out straightway, and in March 1931 a Eetrenchment 
Committee was appointed to work with the aid of various Sub- 
committees. These Sub-committees scrutinized both civil and 
military charges in a searching manner, and the Government 
carried out 90 per cent, of the economies recommended. As a 
result, the Defence budget was cut down from Es. 52 crores in 
1931-2 to Es. 47*40 crores in 1932-3. But the situation required 
still more drastic action, and in the emergency budget Sir George 
Schuster announced a cut of 10 per cent, in the pay of all Govern- 
ment servants drawing more than Rs. 40 a month. The Viceroy 
imposed upon Iiirnsclf a cut of 20 per cent, and the Members 
of his Council surrendered 15 per cent, of their salaries. The 
cut was to last till March 1933. The saving that resulted was 
only Es. 1| crores for the sixteen months from December 1931 to 
March 1933; but it was necessary that Government servants 
should make a sacrifice at a time of such serious national emer- 
gency. The uniform cut on all salaries above Es. 40 a month 
was regressive, but the Finance Member justified this on the 
ground that the fall of prices had not reduced the cost of living 
appreciably, except for the subordinate ranks of Govetmment 
servants. 

An increase of taxation was found necessary at an early stage. 
In the budget for 1931-2, the customs duties on liquors, sugar, 
silver bullion, betel-nut, spices and cinema films were increased 
at varying rates, and surcharges ranging from 2| per cent, to 10 per 
cent, were placed ^on the general tariff. The 10 per cent, and 
30 per cent, schedules with the surcharges now became 12| per cent, 
and 40 per cent, schedules respectively. A surcharge of 5 per cent, 
was imposed cotton piecegoods which previously came under 
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the 15 per cent, schedule, so that they now had to pay 20 per 
cent, in all. The special duties on kerosene were raised by 9 pies 
per gallon and those on motor-spirits by 2 annas per gallon. On 
sugar, pending the protection proposals, the diit)^ was raised by 
Ee. 1-4-0 per cwt. on all grades. It was expected by these 
measures to obtain an additional yield of Es. 9*82 crores under 
customs. Changes were also made in the income-tax rates. 
Bates on incomes below Es. 5,000 were raised by 4 pies and 
those on sums between Es. 6,000 and Es. 40,000 by 5 to 7 pies. 
On incomes between Es. 40,000 and Es. 1 lakh the rate was 
increased from 19 pies to 25 pies. On incomes above Es. 1 lakh 
the rate was to be 26 pies. Changes were also made in 
the super-tax rates. An increase of Es. 5 crores w^as expected 
under income-tax and super-tax as the result of these 
changes. 

In the emergency budget of September 1931, a general snr- 
charge of 25 per cent, on the existing rates of tax was announced, 
and this was to apply to all import duties and excise duties 
including salt and to income-tax and super-tax. In addition the 
exemption limit for income-tax was lowered from Es. 2,000 to 
Es. 1,000 of income in a financial year; the rate of tax imposed 
on incomes of Es. 1,000 to Es. 2,000 was 4 pies in the rupee. 
The import duties on various articles were also specially 
raised. The duty on artificial silk piecegoods was raised from 
20 per cent, to 40 per cent., and that on silk yarn from 10 per 
cent, to 15 per cent. The duty on brown sugar was raised from 
Es. 6-12-0 to Es. 7-4-0 per cwt., following the Tariff Board's 
recommendations. The duties on boots and shoes were also raised. 
On camphor and electric bulbs fhe rate was raised from 20 per cent, 
to 40 per cent. In regard to these articles, the general surcharge 
was to be in addition to the increased duty. The surcharges im- 
posed by the ordinary and the emergency budgets of 1931 raised 
the level of the general revenue tariff from 15 per cent, to 25 per 
cent. This gave some justification for placing duties on certain 
articles hitherto free. Accordingly a new duty of 10 per cent, 
was put on imports of machinery and dyes and a duty of | anna 
per lb. on raw cotton. Mainly with a view to covering the deficit 
in the working of the Postal Department, the rates of inland 
postage were raised both on letters and on post-cards. 

The increase of taxation raised a storm of protest in the 
country. Business classes, both European and Indian, opposed it 
on the ground that it crippled trade and industry.^ The Finance 
Member, they said, was balancing the Government budget by 
unbalancing the budgets of business concerns. The European 
Association in Madras stoutly opposed the Government’s proposals 
and passed a resolution that ^the surcharges" on customs duties 

^ For the views of Bombay millowuers others, see Times of Iu4ia» 
5 October 1931, ^ 
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would be disastrous to the trade and commerce of the country 
at the present time, and so far from providing the increased 
revenues anticipated are calculated effectively to decrease them 
by diminishing the sources of taxation As much as 70 per cent, 
of the deficit was to be met by increased taxation and o^y 30 per 
cent, by retrenchment. Attention was also drawn to the growth 
of central (especially defence) expenditure since 1914, The 
Finance Member, in defending his policy in the Assembly, pointed 
out that the increased import duties would encourage Indian 
industry. This was not regarded as a convincing plea at the time, 
but future events showed that, while import trade was hit by 
the heavy duties, internal production did receive an unexpected 
fillip. 

While the Government of India were reluctant to cut down 
expenditure from revenue, they made a drastic cut in their capital 
expenditure and this reduced the country's purchasing power. 
During the three years ending with 1929-30, the capital outlay on 
Eailways and the provincial expenditure on civil works amounted 
to about Es. 50 crores. After 1930-1 all such expenditure was 
rapidly curtailed. Capital expenditure on the Eailways nearly 
disappeared for a time, and even the provincial expenditure on 
civil works (charged to revenue) was reduced by one-half. In a 
country where the Government is the largest single employer, a 
reduction of public works expenditure from an annual total of 
Es. 50 crores to Es. 12 crores was bound to have a very adverse 
effect on purchasing power. In most European countries, public 
works expenditure was increased during the depression, with a view 
to maintaining purchasing power and adding to economic equipment 
at a low cost; and in most cases this meant unbalanced budgets. 
But the Government of India pursued an old-fashioned ' sound ^ 
financial policy and considered a balanced budget as of supreme 
importance.^ 

It must be admitted that the Government's adherence to an 
orthodox policy enabled them to restore financial equilibrium and 
to raise Indians credit to a high level among the nations. A solid 
barrier was erected against what the Finance Member called the 
* slippery slope * of inflation. Many of the countries which went 
on spending money recklessly and kept their budgets deliberately 
unbalanced came to grief afterwards. The immediate result of the 
policy followed in India was unfavourable, but in the end it helped 
India to weather the storm successfully. 

In spite of the energetic measures mentioned above, it was 
not possible to balance the budget for 1931-2; however, the 
threatened deficit of Es. 19|- crores was reduced to Es. 11*75 

^ Se© The Hindu, 24 October 1931. See also Madras Chamber of Commerce 
Beporfc (1931), p. 29. 

® P. Thomas, * India in the World Depression ® in The Economic ImrnaL 
September 1935. ^ 
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crores. The emergency measures had their full effect in the fol- 
lowing year, 1932-3, which closed with a surplus of Es. 1*55 crores. 
It must be remembered that in each of these years liberal provi- 
sion (nearly Es. 7 crores) was made for the reduction and avoidance 
of debt, and therefore, so far as the budgetary income and expendi- 
ture were concerned, the Croverninent not only paid their way even 
in the years 1931-2 and 1932-3 taken together, but also provided 
a net amount of Es. 3^ crores for the reduction of debt. As there 
was a further fall in the revenue under customs duties in 1933-4, 
it was decided to provide only Es. 3 crores for reduction and 
avoidance of debt. However, the Government were helped by an 
increase in the salt revenue resulting from the abolition of the salt 
credit system and by a comparatively tranquil political atmosphere. 

Thus the financial crisis passed imay and although the heavy 
taxation discouraged biusiness and unbalanced the budgets of 
private individuals, the GoveimnenEs budget closed with comfort- 
able surpluses in the years after 1932-3, ^years when the most 
powerful nations in the world were struggling with unbalanced 
budgets. The i^esult was a great rise in public credit which 
enabled the Government to carry out successful conversion opera- 
tions and reduce the burden of the public debt. The Government’s 
floating debt fell from Es. 84 crores in September 1931 to Es. 35 
crores in 1933, and the gold and sterling backing of the rupee 
currency rose from 40 per cent, in 1931 to 60 per cent, in 1938. 
No wonder that the 3| per cent, sterling paper, whicli stood at 
about 43 in September 1931, rose to 89 by March 1933 and 98 
by January 1935. 

It is but fair to state that this result was greatly due to the 
export of gold in copious quantities. In prosperous times the 
yellow metal flowed freely into the country, and the peasant in- 
vested his savings in it. When hard days dawned again, he had 
to part with some of it. The abandonment of the gold standard 
by India put a premium on gold, and enabled the country to 
sell its gold at a profit. In this way much gold flowed out w^eek 
after week, and an amount valued at Es. 270 crores had left the 
country by February 1936. This huge figure appears disquieting 
at first sight, but we have to remember that it was not gold from 
the reserves of the Central Bank or the Government but barren 
metal which had been lying either in idle hoards or in the jewel- 
boxes of women. The gold exports enabled the Government to 
obtain sterling in London for their needs, and thus not only to 
meet their dues in London, but to strengthen their reserves there. 
They have also enhanced the credit of India and have enabled 
the Government to borrow at low rates of interest and to carry 
out conversion operations effectively and profitably. The export 
of gold helped greatly in maintaining the currency, and it came 
in good time to compensate for the drying-up of purchasing 
power resulting from the catastrophic fall in pricers. Many of our 
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politicians and even economists were uneasy about tliese gold ex- 
ports, but some of the arguments used were based on a crude 
mercantilism. Between 1922 and 1931, India’s net imports of 
gold came to about 43 million ounces; of this about two-thirds 
went back. But the gold that left the country was ^tionverted 
into mobile, purchasing power by the people. Gold, in Francis 
Bacon’s words, ‘is like muck, not good except it be spread’. 
The Indian ryot invested his savings in gold, and those reserves 
were intended for use in lean times. When the lean times arrived 
in 1932, the hoards were turned to profitable use and this kept up 
the country’s purchasing power. But for this opening of hoards, 
the Indian people might have suffered more intensely as a result 
of the world depression. 

§4. Effects of Protection on Revenues 

The fall in the central revenues from 1930 w^as no doubt due 
chiefly to the slump in prices, but other aggravating factors have 
also been in operation chiefly in regard to customs duties. An im- 
portant factor which has lately affected the customs revenue is the 
rapid growth of industrial production in India, which has resulted 
from the policy of discriminating protection adopted by the 
Government of India in 1923. Increased home production meant 
a falling off of imports and a reduction in customs revenue. Not 
only the specifically protective tarifi:, but also the high revenue 
tariff, have encouraged home production in recent years. Matches 
are one example of this. In 1921-2 India imported a large part 
of its matches and the customs „ revenue from matdhes waifS 
Ks. 1*03 crores. With the help of the revenue tariff the Indian 
match industry made rapid strides, and by 1928-9 the imports 
had largely declined and the customs receipts had fallen to 
Es. 24 lakhs. In that year the tariff' was made protective; since 
then imports have nearly disappeared, and with them also the 
customs revenue from imported matches. 

The growth of cotton manufactures has also been rapid in 
recent years. In 1900 about 80 per cent, of the cotton piecegoods 
(i.e. cotton cloth made in mills) consumed in India came from 
outside (almost entirely from Great Britain). By 1913 the pro- 
portion of imports had fallen to 73 per cent. During the War 
there was a decline in imports and the Indian mill production 
made rapid strides. However, up to 1929 about half the amount 
consumed annually still came from outside. Since then Indian 
mill production has made rapid progress owing partly to the pro- 
tective tariff, partly to the swadeslii spirit in the country, and 
partly also to the fall in the spending power of the masses which 
made imported goods from Britain too dear. Even in 1929-30 
44 per cent, of the total amount of cotton piecegoods consumed 
in India came from outside, but by 1933-4 the proportion had 
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fallen to 20|- per cent. Thia may be seen clearly in the following 
table : 


Consumption of Cotton Piecegoods in India (million yards) 


Year 

Total imports 

Mill produc- 
tion in 
India 

Total 

Percentage 
of imports 

1904-5 

2,288 

678 

2,966 

77*1 

1918-14 

3,159 

1,164 

4,328 

73-1 

1918-19 

1,097 

1,451 

2,548 

43 0 

1921-2 

1,080 

1,732 

2,812 

38-4 

1929-30 

1,882 

2,419 

4,301 

48-7 

1930-1 

882 

2,661 

3,448 

25*6 

1981-2 

763 

2,990 

1 3,743 

20*1 

1932-8 

1,193 

3,170 

1 4,363 

1 27*3 

1933-4 

761 

2,945 

3,706 

20*5 

1934-5 ... ... : 

944 

3,397 

4,341 

21-7 

1935-6 

947 

3,571 

4,518 

21-0 


We have seen that, owing to financial exigencies, the duty 
on cotton fabrics was raised from 7| per cent, to 11 per cent, in 
1921, and that in 1926 the countervailing excise duty was 
abolished. In 1930-1, under similar pressure, the duty on cotton 
piecegoods was raised from 11 per cent, to 15 per cent, with an 
additional 5 per cent, on non-British goods and the supplementary 
budget imposed a surcharge of 25 per cent, on these rates. Thus 
protection was given to the Indian cotton mill industry, although 
as a temporary measure. Owing to the depreciation of the yen 
after 1931, the ad valorem duty on cotton piecegoods of non-British 
manufacture was raised from»31J per cent, (including surcharge) 
to 50 per cent., subject to a minimum specific duty of 5J annas 
per lb. on plain grey goods. Owing to the further depreciation 
of the yen, the duty on non-British cotton goods was further 
raised from 50 per cent, to 75 per cent, and the specific duty 
from 5| annas to 6-|- annas per lb. The protection thus granted 
to the Indian industry has been very effective; imports have fallen 
and, in spite of the large increases in the customs rates, the total 
revenue from imported cotton goods has steadily declined. It fell 
from Es. 7-7 crores in 1924-5 to Rs. 4-46 crores in 1933-4, and 
was about Rs. 3-5 crores in 1937-8.^ 

Even more striking has been the progress of sugar production 
in India and the decline in the customs revenue under that head. 
As late as 1925-6, hardly one-tenth of the sugar consumed in the 
country came from Indian factories; but in 1934-5 India produced 
as much as 74 per cent, of the total Indian consumption. Since 
then production has continued to increase, and, today India is nearly 
self-sufiacient in the matter of sugar. Such a rapid increase was 
only made possible by a policy of protection. The effect of this 


* ‘JDhe reused estimak. 
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can be seen in the rapid decline in the customs revenue on imported 
sugar. In 1980-1 sugar imports l^rought in Bs. 10-68 crores, but 
in 1936-7 only Es. 44 lakhs. It has thus become an insignificant 
item of revenue. 

The following table gives the total production of sugaS* in India 
(excluding khandsari), total imports, total consumption, and total 
revenue i-eceived from imports : 

Production of White Sugar 
(Factories only) 


Year 

Total produc- 
tion in India 
(tons) 

Import 

(excluding 

molasses) 

(tons) 

Total 

available for 
consumption 
(tons) 

Total revenue 
from sugar 
imports 
(crores of 
Es.) 

1925-6 

91,899 

723,000 

814,399 

6-48 

1926-7 

121,026 

826,900 

947,926 

7-01 

1927-8 

119,739 

725,800 

845,539 

6-51 

1928-9 

99,088 

868,800 

967,888 

7*77 

1929-30 

110,918 

939,600 

1,050,518 

8-10 

1930-1 

151,650 

901,200 

1,052,850 

10-79 

1931-2 

228,120 

516,100 

744,220 

8-70 

1932-3 

370,283 

869,500 

739,783 

6*84 

1938-4 

515,059 

201,200 

776,359 

4-72 

1934-5 

620,000 

222,900 

842,900 

3-81 

1935-6 

926,800 

261,300 

1,128,000 

3-24 

1936-7 

1,072,500 

23,000 

1,095,500 

•44 


The same story is told by the iron and steel industry. Before 
the War hardly any steel goods were made in India, and 
the value of the average annual imports in the years 1908-9 
to 1912-13 amounted to Es. 11-15 crores. During the War years, 
the imports fell, but they rose again after the War to Es. 21 crores 
(average of the five years 1918-19 to 1922-3). The subsequent 
progress of the Indian iron and steel industry has been rapid. 
The production of pig iron increased from about 340,000 tons in 
J921-2 to 1,343,000 tons in 1934-5. Finished steel increased from 
about 120,000 tons to 627,000 tons during the same period. 
Imports have declined, and in spite of high tariffs the revenue 
from the duties on iron and steel has been falling. From 
Es. 2-62 crores in 1928-9 it fell to Bs. 1-45 crores in 1930-1 and 
Es. 60 lakhs in 1936-7. 

From 1930 Japan made a strong bid for the Indian market, 
and large quantities of low-priced Japanese articles flooded the 
country to the detriment of local industry. To counteract this 
the Safeguarding of Industries Act was passed in 1933, empower- 
ing the Government to impose by notification such duties as they 
deemed fit on foreign imports the prices of which were so 
abnormally low as to endanger the existence of any Indian industry. 
Under this Act the Government put high specific duties on various'* 
articles and thus* gave increasing protection to Indian industries. 
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§5. New Taxes 

Thus se-veral items of imports which formerly produced large 
revenues under customs have declined veij rapidly in recent years. 
This tendency is bound to continue, as India has adopted a 
policy of protection. Evidently protection is a double-edged sword : 
if it is successful, the customs revenue will be lost, and if it is 
not successful, the consumer will have to bear the burden. Many 
Indian industries have prospered under protection, and India is 
therefore becoming more and more self-sufficient in regard to 
ordinary finished goods like cotton textiles, sugar, iron and steel, 
and cement. But, from the point of view of the customs revenue, 
the result has been very unfavourable. Not only the customs 
revenue but also the revenue from the Railways and other Govern- 
ment commercial agencies have been adversely affected by the 
change. 

Raced with this situation, the Government of India had to 
develop other sources of revenue and the choice naturally fell on 
excise. When increased local production leads to a decline in 
customs revenue, it is only natural to try to make up for the loss 
of revenue by taxing the local produce. Thus in 1934 an excise 
duty of Re. 1-5-0 per cwt. was imposed on factory-made sugar. 
At the same time an excise duty was imposed on matches also. 
It ranged from Re. 1 to Rs. 2 per gross of boxes. Both these 
proposals created some opposition in the Assembly, but as each 
of them subserved certain popular subsidiary purposes, their 
success was assured. In .the case of the sugar excise, provision 
was made by legislation for fixing a minimum price for sugarcane 
with reference to the price t>f the finished product. Thus the 
cane-grower will also benefit by the protection given to the 
industry. Further, a small part of the sugar duty is distri- 
buted among the provinces for the purpose of assisting the 
organization and operation of co-operative societies among the cane- 
growers so as to help them to secure fair prices, or for other 
purposes directed to the same end. As for the match excise duty, 
it was part of a plan for assisting Bengal as we shall see presently. 

Other measures taken in 1934 for strengthening the Govern- 
ment’s revenue position were an increase in the import duty on 
raw tobacco and a modification of the impoi't duty on cigarettes 
with a view to placing a justifiable burden on the manufacture 
of cigarettes from imported tobacco and adjusting properly the 
relation between the import duty on raw leaf and the import duty 
on the finished article. These duties were expected to produce a 
revenue of about Rs. 30 lakhs. The duty on silver was reduced 
from 1} annas to 5 annas per lb. This was -partly a measure of 
co-operation with the United States. The surcharges on customs, 
income-tax and salt remained, but the export duty on raw hides 
was removed, and this involved a loss of Rs. B’ lakhs. 
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By these measures it was expected to balance the budget for 
1934-5 and to produce a small surplus of Bs. 10 lakhs, but owing 
to an improvement chiefly in the customs and excise, the actual 
sruplus was expected to be Es. 3-27 crores. Out of this. Sir James 
Grigg allotted Es. 2-91 crores in the budget for 1935»^ for the 
following purposes : (1) Grants to provinces for schemes of 
economic development and improvement of rural areas (Es. 1,00 
lakhs); (2) development in tribal areas of the North-West Frontier 
(Es. 25 lakhs); (3) development of broadcasting (Es. 20 lakhs); 
(4) civil aviation (Es. 93 lakhs); and (5) special contribution to 
the Government of India’s reseiwe in the Eoad Development Fund 
(Es. 40 lakhs). The actual balance for 1934-5 turned out to be 
Es. 4-95 crores, and therefoi-e in the budget for 1936-7 the grant 
for rural development was increased from Es. 1,00 lakhs to Es. 2,81 
lakhs. Of this, Es. 1,07|- lakhs was spent in 1935-6 (Es. 92| 
lakhs for rural schemes and Es. 15 lakhs for the co-operative 
movement). This was a distinct departure from the policy of 
leaving the provinces entirely to their own resources; after all, 
the financial prosperity even of the Government of India depends 
largely on the prosperity of the agriculturist. 

Thus the finances of the Government of India improved in 
spite of the restoration of the pay-cut and the fall in interest 
receipts. In the budget for 1935-6 the Finance Member was able 
to reduce the income-tax on incomes below Es. 2,000. He also 
cut down the surcharge on income-tax from one-fourth to one-sixth, 
abolished the export duty on raw skins and reduced the import 
duty on silver, as well as the corresponding excise duty, from 
5 annas to 2 annas per ounce. In the budget for 1936-7 the tax 
on incomes below Es. 2,000 was totally abolished, the surcharge 
on income-tax was halved (thus leaving only a third of the original 
surcharge), and the weight allowed on a one-anna letter was 
increased from half a tola to one tola. 

The year 1935 witnessed a substantial improvement in the 
financial position of the Government of India. With the help of 
the copious gold exports the Government were able to make large 
purchases of sterling and thus strengthen the currency reserves in 
London. This also enabled the Government to reduce their borrow- 
ing rates in respect of both loans and treasury bills. On the loans 
raised the redemption yield did not exceed 3‘16 per cent, and the 
nominal rate of interest was 8 per cent., a rate whicli had not 
been attempted for 38 years. The interest on post office cash 
certificates was also reduced to 8 per cent., which is the lowest 
rate ever adopted since those certificates were first issued in 1917. 
The rate of interest on treasury bills also fell correspondingly. 
This strong financial position strengthened gilt-edged securities. 
It was no wonder that the 3J per cent, sterling paper reached par 
early in 1986. 

In view of this solid improvement, the Government was able 
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to establish the Eeserve Bank. The Eeserve Bank Act was passed 
by the Assembly in March 1934 and the Bank began to function 
from 1 April 1935. It is a shareholders’ bank, with a majority 
of elected members on the directorate. Subscriptions to the shai’e 
capital w^ere invited in March 1935 and, except in one or two 
provinces, the applications were far in excess of the quotas fixed, 
so that the shares had to be allotted by drawing lots. On 
1 April 1935 the Bank opened its Issue Department and took 
over the management of the Currency from the Government of 
India. The assets of the Gold Standard Eeserve w'ere transferred 
to the Bank and were combined with the assets of the Currency 
Department. On 1 July 1935 the Banking Department was 
opened and the scheduled banks deposited the required percentages 
of their demand and time liabilities. On the same date, the 
Clearing House was transferred from the Imperial Bank to the 
Eeserve Bank. In future the Eeserve Bank will be responsible 
not only for the regulation of the currency, but also for supplying 
the Secretary of State with sterling for his London requirements. 
This will obviate the need for the Secretary of State to maintam 
a larger balance in London than is necessary for his day-to-day 
transactions with the Bank of England, and will thereby lead to 
convenience and economy. Thus India has at last established a 
Central Bank to manage and co-ordinate the currency and credit 
systems of the country. 

§6. Promncial Finames in Depression 

The financial position of the provincial Governments also deteri- 
orated during the depressidh. Most of their revenues, in 
particular the liquor excise, stamps, and registration fees, were 
affected by the slump. Liberal remissions of land revenue had 
to be given owing to the prevailing agricultural distress all over 
the country. Apart from the salary cut, efforts were also made 
everywhere to reduce expenditure, but time was needed for them 
to become effective. In some provinces emergency taxation was 
levied, but such taxation was unpopular owing to the prevail- 
ing slump. In the provinces also, financial difficulties were 
aggravated by the civil disobedience movement; excise in all 
provinces, and land revenue in some, were thus affected by it. 
Earthquakes, floods and other unusual occurrences also added to 
the distress. Bombay and the United Provinces perhaps stood 
the depression best, owing to the rapid expansion of industry in 
them since 1980. In Madras, the Punjab, and the Central Pro- 
vinces, the budgets have been balanced in spite of the severe agri- 
cultural distress. Bengal, Assam, and Bihar and Orissa were the 
worst hit by the depression. The comparative economic position 
of the provinces may be inferred to some extent from the following 
table showing the change in value of the main agricultural produce 
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of the different provinces (about ten of the principal crops have 
been included in this computation).^ 


Value of Agrietdiiiral Produce (about ten mam crops) 

u 


Provinces 

1928-9 
Value in 
lakhs of Bs. 

1932-3 
Value in 
lakhs of Bs. 

Change in 
value in 
lakhs of Bs. 

Percentage 
decrease 
from 19*28-9 

Madras 

1,80,78 

99,33 

-81,45 

-45-0 

Bombay 

1,20,52 

83,86 

-36,66 

-304 

Bengal 

2,32,59 

00,54 

-1,42,05 

-61*1 

United Provinces 

1,40,62 

! 91,01 

-49,51 

-35‘2 

Punjab 

1 76,78 

48,63 

-28,25 

-36-8 

Burma 

63,38 

29,45 

-33,93 

-53*5 

Bihar and Orissa ... 

1,35,17 

56,55 

-78,62 

-58‘2 

Central Provinces ... 

68,77 

35,40 

-33,37 

-48*5 

Total ... 

10,18,51 

5,34,67 

-4,83,84 

-..47-6 


It may be seen from the above that the precentage decline in 
the value of agricultural produce was lowest in Bombay and the 
United Provinces. The position of these two provinces will appear 
even more favourable, if industrial production is taken into account. 
Sugar and cotton piecegoods are two of the chief industries that 
have recently prospered under the protective tariff. The United 
Provinces is the principal centre of the sugar industry, while 
Bombay leads in the cotton mill industry. However, both 
Bombay and the United Provinces had to grapple with various 
difficulties. Owing chiefly to unwise capital expenditure in 
previous years, the finances of Bombay were not satisfactory even 
before 1929. When the depression began, there was a sudden 
shrinkage of revenue chiefly under excise, forests and stamps, and 
the budgets for 1930-1 and 1931-2 closed with rather large deficits. 
The Government resorted to retrenchment as well as increased 
taxation. A searching scrutiny of the financial administration was 
carried out by Sir P. Gauntlett, and large economies were effected 
in the cost of general administration. The additional taxation 
included a tax on electric current used for domestic purposes, an 
enhancement of the court fees, and an increase of stamp duties 
by an amendment of the Stamp Act. A tax -was also levied on 
tobacco coming into the city of Bombay. As a result of these 
measures the budget was balanced from 1931-2. 

Another factor which affected Bombay’s financial position 
adversely was the diversion of trade from Bombay to the ports 
of the Kathiawar States, which resulted in a fall in Bombay’s 
trade. While the Import trade of the rest of India was falling 
rapidly, the imports into the Kathiawar ports increased largely, 

* of ih& fmde of India (19334), p. 10, 
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duo apparently to the fact that some of those States are entitled 
under then- treaties with the paramount power to keep the whole 
of the import duties themselves, even if the imported articles 
should represent more than the quantities consumed within their 
borders. 'There was a heated discussion on this subject in the 
Assembly in the budget session of 1934. 

The difficulties of the United Provinces were aggravated by the 
civil disobedience movement. The gi’ant of special land revenue 
remissions seriously reduced the revenues of the province. Ener- 
getic action was taken by the Government to reduce expenditure 
and increase revenue. The principal measure of additional taxa- 
tion was the enhancement of registration fees, stamp duties, court 
fees and the annual licence fees on private motor vehicles. By 
these means the budget was balanced. 

The effects of the general economic depression were most 
severe in Bengal, chiefly because of the tremendous slump in the 
prices of jute and rice, which are the principal crops of the 
province.' While revenue under excise, stamps, forests and regis- 
tration fees was shrinking rapidly, inci'eased expenditure had to 
be undertaken for dealing with the terrorist movement and 
relieving sufferers from floods and other abnormal occurrences. 
Prom 1930-1 the annual budget closed with a deficit of about 
Bs. 2 crores on an average and the debt of the province 
went on accumulating. Some measures of retrenchment were 
indeed carried out, but the additional expenditure on police and 
jails swallowed up these economies. The I'evenue of the province 
after 1931-2 fell below the level of even that of 1921-2, and the pro- 
gress in the nation-building services was very slow. The Govern- 
ment of Bengal imposed additional taxation, which increased its 
revenue by Es. 24-^ lakhs. But various circumstances prevented 
any large measure of additional taxation, and that provincial 
Government continued to complain bitterly about the injustice of 
the Meston Settlement. 

Bihar and Orissa was one of the poorer provinces of India. 
Although in population it came next to Bengal, the United Pro- 
vinces and Madras, its revenue was only about Es. 5 crores. With 
75 per cent, more people than Bombay, this province had only 
half the revenue of the Western Presidency. In 1931-2 its revenue 
fell by about half a crore, but the expenditure remained high, and 
there was a deficit of about Ks. 80 lakhs. Certain economies were 
then put through, and conditions improved in the next year. The 
Government reformed the excise system by substituting the auction 
system for the sliding scale system. In January 1934 the diffi- 
culties of the province were increased by the severe earthquake, 
which inflicted severe losses on both the Gpvernment and the 
people. 


* Statements for 19S2-3 (Mr A. Marr), and 1933-4 (fir J. A. Woodhead). 
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Financial conditions in Assam and in the North-West Frontier 
Provinces were also bad. Serious floods in Assam and the terrible 
Quetta earthquake in the Frontier Province aggravated their 
difficulties. 


§7. Succour to the Provinces 

As has already been explained, the central Government left 
the provinces to shift for themselves from 1921, and even to make 
grants to them was regarded as contrary to the principles under- 
lying the Act of 1919. The entreaties, grumblings and protests 
of the provinces had little effect on the central Government, and 
no change took place except that the provincial contributions W'ere 
remitted. But when, during the depression, the provincial 
Governments piled up deficits year after year, the Government of 
India reconsidei’ed the position, and, having regard to the fact 
that as the banker to the provinces they kept theii* balances and 
provided funds to meet their capital expenditure and deficits, 
it was decided to succour the provinces in their need. The 
Government of India were themselves in financial difficulties for 
some years from 1930, but when their finances improved, inaction 
could no longer be justified. In the meantime the Bengal repre- 
sentatives at the Eound Table Conference had been carrying on a 
very effective propaganda for assistance to Bengal and the need 
for some special help was recognized in the White Paper. In these 
circumstances the Government of India found that action could 
not be delayed any longer. 

The claim put forward by Bengal was that the export duty 
on jute should be made a provincial source of revenue. The 
Taxation Enquiry Committee considered the question of giving 
a share of this revenue to the provinces, but rejected it. Jute 
being a monopoly of India the incidence of the export duty was 
believed to be on the foreigner, and this was used as an argument 
against handing over the export revenues to the provinces producing 
jute. At the Round Table Conference, Sir P. C. Mitter criticized 
this view, on the ground that jute had ceased to be a monopoly, 
and that even if it were, there was no special reason why it should 
be a Federal head of revenue.^ Various theoretical objections 
were urged against giving the provinces a share in customs duties, 
but in view of the chronic deficits in Bengal it was considered 
advisable to enhance its revenue, and giving a share in the jute 
export duty was found to be the least objectionable means of doing 
it. This decision was first announced in the Wliite Paper, and 
when the Government of India had agreed, provision was made 
accordingly in the budgets for 1934-5. The total proceeds of the ex- 
port duty on jute amounted to Rs. 3-80 crores; of this one-half was 

^ Beport tli© Table Coafereace (Session U, 1931), 1939, pp. 1310-6. 
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handed over to the jnte-growing provinces after deducting 
Rs. 1 lakh to cover the cost of collection. Of this Bengal obtained 
Es. 1,67 lakhs, Bihar and Orissa Es. 12| lakhs and Assam 
Rs, 9| lakhs. ^ To make np for the consequent loss to the central 
revenues, an excise duty on matches was levied, as mentioned 
above. 

Bihar and Orissa was in need of further assistance owing to 
the serious damage done by the earthquake. Immediate relief to 
sufferers had been given by the provincial Government and private 
organisations, but the rebuilding of Government offices and towns 
was too large a matter to be undertaken without help from the 
Government of India. The damage to Government buildings was 
estimated at Es. 1 crore, and the loss of property by local bodies 
in Bihar — ^roads, bridges, schools, dispensaries, etc. — ^was esti- 
mated at another crore. Extensive damage was incurred by 
private individuals also : houses and shops and factories were 
wrecked and wide expanses of agiicultural land were rendered 
unfit for cultivation. The Government of India recognized it their 
duty to aid the province at this time of great need. Fortunately 
there was an estimated surplus of Es. 1*29 crores for the year 
1933-4, and it was proposed in the budget for 1934-5 to transfer it 
to a special fund from which assistance might be given to the 
provinces, especially to Bihar. The Government of India under- 
took to bear the whole cost of restoring the property and finances 
of the local bodies and took measures at their own cost for dealing 
with the sugarcane crop. They also offered to bear half the cost 
of restoring Government buildings and other public works, provid- 
ing the funds by raising a loan.^ 

In the budget for 1935-6 ja more avow^ed and comprehensive 
scheme of grants was put forward by Sir James Grigg. The help 
rendered to the provinces in 1934-5 was due to exceptional cir- 
cumstances, and Sir George Schuster took pains to make it clear 
that the help to Bengal was provisional and that the grant made 
to Bihar and Orissa was due to the dire calamity that had befallen 
that province. But Sir James Grigg took a long step forward 
in 1935-6 by making grants to the provinces for rural development, 
improvement of the co-operative movement, road-making in back- 
ward areas and other definitely provincial (and transferred) 
subjects. In the budget for 1936-7, Sir James carried this policy 
further and made additional grants to the provinces from the Eural 
Development Fund fox financing schemes of agricultural and 
animal husbandry research, malaria control, improvement of the 
small-scale woollen industry and the development of broadcasting. 

The justification for this course was that, owing to the financial 
stringency resulting from the depression, most provinces had been 
obliged to put off urgently needed schemes of TOral improvement. 


* Bodgel SMemeat (19B4-S), pp, 25-8. 
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Two conditions were imposed on the utilization of the grants : 
namely, (1) that the grant must be spent on schemes approved 
by the Government of India and calcidated to improve the 
economic position of the people, and (2) that it should only be 
devoted to schemes which the provincial Government %ould not 
otherwise have^ been able to undertake in the immediate future. 
The grants for rural improvement were distributed in proportion 
to the rural population of each province. They would not lapse 
if not spent within the financial year. 

The special needs of backvrard areas were not neglected. In 
the budget for 1935-6 a grant of Es. 40 lakhs was made to the 
reserve of the Eoad Development Fund (a fond intended for road 
works of special importance, particularly in needy parts of the 
country), and in the distribution of this grant Assam, as ‘the 
most necessitous of all the provinces’, was generously treated. 
A further sum of Es. 25 lakhs was also set aside for schemes of 
road development in the tribal areas of the North-West Frontier 
Province. This policy was continued in the budget for 1936-7. 
Central aid was also needed to set the new provinces of Sind and 
Orissa on their feet. To begin with, a sum of Es. 45 lakhs was 
allotted to a special fund for assisting these two provinces to meet 
their expenditure on the rebuilding of old, and the provision of 
new, office buildings. As Sind already possessed a considerable 
part of the buildings required, Orissa was given a larger share 
(Es. 9>ll- lakhs). In addition to this they were also promised 
subventions for supplementing their revenues. The rebuilding of 
Quetta has also been taken up by the central Government. 
Besides spending about Es. 80 lakhs in 1935-6 for relief, temporary 
housing and salvage, plans for the^ rebuilding of Quetta at a cost 
of about Es. 7 crores were also taken up by the Government. This 
expenditure will be spread over seven or eight years and the annual 
outlay will be about a crore. 

Thus, in the exceptional circumstances of the economic crisis, 
the Government of India recognized the propriety of making grants 
to the provinces for special purposes and distributed such grants 
partly according to needs and partly according to population. It 
was feared by some that these grants might degenerate into the 
old ‘ doles ’ , blit the Finance Member took special care to avoid 
undue interference in matters which were primarily of provincial 
concern.^ But it is well to recognize that the Government of 
India which found the money and interested themselves in certain 
specific lines of development, should also have some control over 
the choice of schemes, and the mode in which they are to be 
carried out. Such supervision is in the best interests of the 
people, and this is, borne out by the experience of even full-fledged 
federations. 
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FEDBBAL FINANCE: THE INDIAN STATES 
§1. The Idea of Federation 

One conclusion which would suggest itself even to fclie casual 
observer is that the most suitable form of government for India 
is federalism. According to students of constitutional theory, 
the principal condition for the emergence of federalism is that a 
country must have a desire for union but not a desire for unity. ^ 
In other words, a country must feel the need for a unified policy 
in regard to foreign, economic and other matters of common 
interest, bnt the regional diversities must be too great for a unitary 
constitution to be possible. Therefore, apart from the Central 
(or Federal) Government dealing with matters of common interest, 
there must be separate Governments in the different states, cantons 
or provinces. This duality of authority is the essence of federa- 
lism. The need for such a duality may not be permanent. A 
country whose territory is not extensive and whose people are 
fairly homogeneous may need federalism in certain circumstances, 
but when those circumstances disappear federalism may be 
replaced by a unitary government. This is what happened lately 
in Germany, which needed federalism when the old ruling 
dynasties were in power, but ceased to need it under the Eepublic, 
Even a country with an extensive territory may do without 
federalism if the people of the different territories are not divided 
by any important divergence of interests. This is more likely if 
the economic interests of the various territories do not conflict and 
if there is a powerful demand for a united economic policy. Such 
a situation has lately been developing in the United States. 
Nevertheless, a much smaller country like Switzerland may long 
retain its federalism owing to racial and geographical diversities. 
Federalism among the Swiss Cantons is hoary with age like those 
picturesque hills on which the hardy Swiss people live, and it may 
survive many of the larger federations of today. Anf den Bergen 
ist Freiheit. 

The essential conditions for federalism are fulfilled in the 
case of India to a remarkable extent. It is true that British India 
was ruled on a unitary basis from 183S, but that was because 
the whole administration was systematically controlled from 
Whitehall, But 4}he conditions of the country were (and are) 
very unsuitable for unitary rule; hence the bitter grumblings from 


^ nfcey, The Law of the Constitution (19^6), p. 187, 
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the provincial Governments which have long marred the harmony 
of inter-governmental relations in India. Under autocracy, 
whether Manryan, Mogul or British, India can be ruled ^ on a 
unitary basis, but when responsible government dawns, India can 
only be h^ld together in a federal system. The circumstances 
of the country and of the people make it impossible for a single 
responsible Government to administer the country. The diver- 
sities of India— racial, religious, linguistic— are much more pro- 
nounced than in any other country which is now under unified 
rule. ‘ UInde eH nn monde ’ said a Trench savant. ' It covers 
the whole space between barbarism at one hand and civilization 
at the other’, said Lord Curzon. Perhaps even the continent of 
Europe does not show such divergence of colour and culture as 
India does. Lord Bryce, travelling in this country in 1889 found 
“great difference between North-West, North-East, Ear-South 
and Centre Such communities as Bengalis, Marathas, Punjabis 
and Tamils are distinctly like the nationalities of Europe; perhaps 
the diffei'ences are even more marked. 

At the same time there is a fundamental unity underlying 
all this diversity. India is clearly a distinct geographical unit. 
“In no part of the world, unless perhaps in South ilmerica, are 
the physical features on a grander scale; yet nowhere are they 
more simply combined into a single natural region.’^ The past 
history of India has also produced a tradition of united India, 
Bhamta-Varsha as it is called; this is based on the memory of 
past unified rule over most parts of India and can be traced from 
the Maury as in the third century b.c. There has gradually 
evolved a distinct Indian type — in culture, art, social usage and 
literary tradition. As a result, the sub-continent has attained a 
unity ‘ sufficient to justify its treatment as a unit in the history 
of the social, religious and intellectual development of mankind h® 
But this cultural unity did not become political unity of any kind 
except when powerful kings like Asoka or Akbar ruled. After 
every attempt at unified rule came a period of anarchy. The 
eighteenth century witnessed such a dissolution of political life 
and there followed a struggle for supremacy. By 183f3 a large part 
of the country came under British rule, and soon a unified govern- 
ment held sway over all British India. The British administrative 
government over all British India. The British administrative 
system with the district as its unit knit together the disjointed 
portions of the country and pressed the heterogeneous elements 
into a unified whole. As mentioned in Chapter ¥11, it was like 
a steel frame holding together the broken limbs and mangled 
bones of a human body. No doubt it has been unpleasant, but 
it has achieved the most meritorious task of unifying a country 
which holds a fifth of the human race. It is the first time 

^ In a letter to the^ antbor, dated 9 April 1921. 

® Sir Halford MacMnder, Camhfidge Mistory of India, yoL I, p. 1, 

* Y. A. Tho Marty, Eutory of India^ p. 5, 
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in the world’s history that such a large and heterogeneous popula- 
tion has attained political unity. Whatever the degree of unity 
so far achieved, it is certain that India cannot be held together 
under a unitary constitution except on an autocratic basis. India 
is not a nation in the sense in which France or Germfgiy is. It 
is a ‘ multi-national ’ entity and only federalism or autocracy can 
hold it together. A multi-national state may have certain weak- 
nesses but it has also great advantages, as Lord Acton has pointed 
out.^ 

§2. Obstacles to Federation 

In spite of the many circumstances favouring the develop- 
ment of federalism in India, two serious difficulties have stood 
in the way. Firstly, Imperial rale and federalism are incompa- 
tible. So long as the authority of the Governments in India 
came from above and did not come from the people, centrali- 
zation was unavoidable. Therefore, until responsible government 
became a fact, federalism (even provincial autonomy) was out of 
the question. Secondly, if India is to be a Federation, it must 
be the whole of India and not British India alone. The Indian 
states comprise two-fifths of the area of India, and contain over 
a fifth of its population. 

India is a geographical unit, and no walls separate ‘ Indian ’ 
India from British India. Though they are politically separate, 
the Indian states have intimate links, ethnic and economic, with 
the adjoining British Indian provinces, and the territories of 
many of them lie interspersed with British India. Any large 
change, political or economic, in British India is bound to affect 
them, and no great economic advance is possible for India unless 
the states move to some extent along with British India.® 

So long as all the Governments in India were controlled by 
the Home authorities, it was possible for the central Government 
to obtain co-operation from the Indian states in securing certain 
common interests, but the Euling Princes cannot be expected to 
continue the same attitude to a self-governing British India. Their 
allegiance is to the Crown, and a Government of India controlled 
by the people would evidently stand on a very different foot- 
ing in its relations with the Princes from one directed from 
Whitehall. 

Of the two obstacles mentioned above, the first was largely 
removed by the Government of India Act of 1919. The principal 
object of that Act was to give the provincial Governments a 
large degree of autonomy in finance and general administration. 


* History of Freedom and other Essays; cf. Belisle Bums, Political Ideals. 

- ‘India is in fact/as well as by legal definition, one geographical whole. The 
integral connexion of the States with the British Empire not only consists in their 
relations to the British Crown, but also in their growing interest in many matters 
common to the land to which they and the British Provinces alike belong. ’ 
Moniagii-ChelmsfM Beport (1918), para 296. 
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They were given independent financial resources, and in this 
respect the relation between the central Government and the pro- 
vinces became even more federal than in many federal constitu- 
tions. No doubt there was still a good deal of central control in 
the administration of the finances, since in regard to ‘ reserved ’ 
subjects the provincial Governments were still under the control 
of the central Government. In regard to the transferred subjects, 
however, the provinces were released from the control of the 
Government of India and the Secretary of State by the Devolution 
Rules made under Sections 19 A and 45 A of the Act of 1919. 
But this relaxation of control was by no means complete: if the 
administration of any of those subjects were found to be unsatis- 
factory, the Government of India could intervene and even remove 
a transferred subject from the control of the Provincial Legislative 
Council. Thus the constitution set up in 1920 was .still essentially 
unitary, although it was tending towards federalism; a further step 
was necessaiy if it was to become really federal.’ 

Nor was the second obstacle seriously tackled. No doubt the 
time was not ripe in 1919 for bringing the Indian Princes into 
a common political system for all India. There were very great 
difficulties in the way. All that the Reforms of 1919 did was 
to establish a Chamber of Princes with certain consultative and 
advisory functions. No doubt the necessity for a further advance 
was realized, and the future goal was clear to those who devised 
the Constitution of 1919. Edwin Montagu and Lord Chelmsford 
were convinced that the complete fulfilment of the announcement 
of August 1917 required that the British Indian provinces should 
be brought into a suitable relationship with the Indian states. 

‘ Our conception of the eventual future of India ’ they wrote ‘ is a 
sisterhood of states, self-governing in all matters of purely local 
or provincial interest, in some cases corresponding to existing pro- 
vinces, in others perhaps modified in area according to the 
character and economic interests of their people. Over this con- 
geries of states would preside a central Government, increasingly 
representative of, and responsible to, the people of all of them; 
dealing with matters, both internal and external, of common 
interest to the whole of India; acting as arbiter in inter-state 
relations and representing the interests of all India on equal terms 
with the self-governing units of the British Empire. In this 
picture there is a place also for the Indian states.’’’ However, the 
joint authors were against any attempt to force the pace. ‘ All 
that we need or can do they wrote, ‘ is to open the door to the 
natural developments in the future ’. 

1 In November 1927 the Statutory Commission was appointed. 

1 with Sir John Simon as Chairman, to inquire into the working 

* Sir Frederick Whyte, India a Federation?, pp. 296-800: Simon Commission 
Beport, vol. I, pp. 232-8. 

’ ^ontagu^kelmsford Beport (1918), p. 220. 
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of the Reforms of 1919 and the desirability of a farther advance 
in responsible government. At an early stage in its inquiries the 
Commission became ‘convinced of the impossibility of continuing 
to look at one half of India to the exclusion of the other ' , and 
came to the conclusion that ‘ the ultimate constitutions of India 
must be federal’. But the Commission found various obstacles 
to the immediate realization of the idea. Suggestions were indeed 
made in regard to the machinery and methods needed for initiat- 
ing a political process which might eventually lead to federation. 
As an immediate measure they recommended the establishment of 
a Council for Greater India, containing representatives of the 
states and members representing British India. This Council was 
to have consultative and deliberative functions in regard to a 
scheduled list of ‘ matters of common concern ’ , namely customs 
tariff, salt tax, other taxes affecting Indian states, railway policy, 
air communications, trunk roads, posts and telegraphs, wireless, 
opium policy, Indians overseas, matters connected with com- 
merce, banking and insurance so far as they affect both the 
states and British India, and matters arising in connexion 
with India’s membership of and participation in the League of 
Nations.^ 

The C4overnment of India dispatch^ on the Simon Report was 
even more sceptical in this respect. It accepted the goal of 
federation, but held that the time bad not yet come when the 
general body of Indian states would be prepared to take a step 
so far-reaching in its character as entering into any formal federal 
relationship with British India. 


§3. Princes’ attitude towards Federation 

While the Simon Commission was carrying on its inquiries, 
the political situation in India was going from bad to worse. 
Various attempts were made to alleviate political discontent, and 
finally in the autumn of 1930 the Round Table Conference was 
summoned in London, and to this not only British Indian repre- 
sentatives but the leading Indian Princes were invited. In the 
plenary session of the Conference the Maharaja of Bikanir sprang 
a surprise when he expressed his firm conviction ‘ that the states 
would make the best contribution to the great prosperity and con- 
tentment of India as a whole in a federal system of Government 
composed of the states and British India Two days later the 
Maharaja of Patiala, then Chancellor of the Chamber of Princes, 
confirmed this view and declared that federation was in his opinion 
‘ the quickest method of achieving India’s enhanced status and 
dignity These utterances produced a great effect. The Pederal 


^ Simon Commission Report, vol. II, pp. 203-S. 

® ^overspent of India Dispatch, 20 September 19S0, p. 11. 
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Eelations Committee was appointed soon afterwards to examine 
the whole problem. 

These declarations came to many people as a surprise, but not 
to those who had been following the trend of opinion in the Indian 
states, fhe political and economic unification of India had reached 
a stage at which any large political change in British India was 
bound to have serious repercussions on the Indian states. The 
financial pohcy of British India restricted the rights of the states 
in many ways. They had several grievances in regard to customs, 
salt tax, excises, and posts and telegraphs. The Government of 
India collect customs at the ports and land frontiers, but the 
bui’den fails equally on the people of the states as on those of 
British India. Maritime states do indeed retain the right to levy 
customs, but that right has been restricted in many ways. Most 
inland states levy duty on goods coming in, or going out, of the 
country, but they are not allowed to levy transit duties on goods 
passing through their territories, although the central Govern- 
ment levy transit duties on goods passing through British territory 
from a seaport to an Indian state.* The excises levied in British 
India on salt, petroleum, intoxicants, kerosene, silver, etc., are 
borne partly by the people of the Indian states. In connexion 
with these excises the Government of India sought and obtained 
the states’ co-operation, bpt the advantage is largely one-sided. 
The states are expected to follow the excise policies of the adjoin- 
ing provinces and thus prevent smuggling; but if they raise their 
duties the adjoining provinces are not bound to do the same. Thus 
British India levies a large contribution from Indian states by 
means of indirect taxes over which the latter have no control. The 
Indian states claim that these impositions severely restrict their 
taxable capacity and many of them complain that on that 
account their resources are inadequate for carrying out policies of 
economic development. When the customs tariff was low, the 
customs duties were not an unduly heavy burden on the Indian 
states; but when it was raised to a high level after the War, the 
states began to feel that the duties were a severe burden. No 
doubt the protective duties gave scope for starting new industries, 
but in most of the states the people were not in a position to 
avail themselves of such opportunities. 

The dealings of British India with the states in respect of its 
salt and opium monopolies bring out in bold relief the nature of 
the grievances of the states. The Government of India raise a 
large revenue from the salt monopoly. This was facilitated by 
entering into agreements (1871-80) with the salt-producing states, 
against which customs barriers had previously been maintained. 
This has involved a large loss for the states and the compensation 
given has been far from adequate. The states lost all control over 


* Beport of the Mim States Committee ( 1929 ), ff. 41 * 4 , 



FEDERAL FtNANCE : THE INDIAI?^ STATES 


386 


the production and price of salt, and even the states in whose 
territory salt was produced and which were allowed a certain 
amount of salt for consumption had to raise or lower the price 
within the state territory to suit the needs of the British Indian 
budget. In the case of opium a monopoly has been mamtained in 
both the internal and the external markets, and the opium- 
producing states in Central India and Eajputana have had to leave 
their superior opimn resources undeveloped in the interests of the 
revenue of British India. This evidently restricts the resources of 
the states and is a considerable hardship for their subjects. 

The Indian states have also certain grievances in regard to 
British Indian commercial undertakings such as railways, posts 
and telegraphs, and irrigation w’orks. The states gave concessions 
freely for Britisli Indian railways, and the construction of railways 
in their territory necessitated their giving up transit duties which 
they had been levying from time immemorial. Generally, the 
alignment of British Indian railways through Indian states was 
made without reference to the economic life of the states and has, 
in some cases, led to a dislocation of their economic life. Thus 
while railways were used to increase the British Indian revenues 
in several ways, they involved the states in losses of several kinds. 
The same is more or less true in the case of postal operations and 
irrigation works also. Similarly the riparian rights of several 
states were restricted when the interests of British Indian irriga- 
tion works required it, and thus the interests of agriculturists in 
British India were given precedence over those of Indian states. 

All this uxade the Indian Princes feel that their rights were 
subordinated to the financial exigencies of British India, and this 
caused considerable dissatisfactioji among them. A suggestion for 
a customs union was drawn up during Lord Beading’s viceroyalty, 
involving (1) the adoption of a common tariff to be administered 
by officers of the Government of India, (2) the abolition of inland 
customs, (3) the division of customs revenue according to popula- 
tion, and (4) the consultation of states’ representatives for the 
determination of policy. But the states were unwilling to enter 
into such a customs union on various grounds.^ When the Indian 
States Committee was appointed in 1928, with Sir Harcourt Butler 
as Chairman, the Princes were able to ventilate their grievances, 
but the Committee, while agreeing that some real grievances 
existed, were unable to suggest a remedy and concluded that an 
exhaustive inquiry was necessary. 

Many of the states realized that the only effective way of 
remedying these grievances would be to enter into a federal 
relationship with British India, so that they might secure a voice 
in the formulatiop of policies on matters of common concern. 
Some of the Princes feared that a closer connexion with British 


^ R^ort of the Indian States Committee (19’29), p, 48. 
25 
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India would necessitate their giving up some of ilie privileges the}’ 
had been enjoying; others, on the other hand, thought that by 
entering into a federation with British India they could get a share 
ill the control of all-India policy and thus increase their real power. 
Thus in July 1928, the Maharaja of Patiala, then Cliancellor of 
the Chamber of Princes, stated in a speech in London that he 
looked forward to ‘ something like a Federation for India ’ , mean- 
ing thereby ‘ a machinery which will enable British India and 
Indian India to meet together at the top and to discuss jointly in 
a manner consonant with the interests and imporiance of each all 
policies and proposals which affect India as a whole This is 
the same idea as he and the Maharaja of Bikanir put forward later 
at the Bound Table Conference; those who had been following 
the trend of opinion among the Princes did not find it at all 
surprising. 

§4. A Project of Federation 

Thus the need for some kind of federation was admitted, but 
^difficulties arose when the question was tackled by the Federal 
|Eelations jCmnmjttee set up by the Eound__TabIe Cofiferencc. 
TnEorny problems of paramountcy had to Be settled and diffei’enees 
of opinion arose as to whether the Princes should join the federation 
in a body or singly. The Princes were naturally anxious to safe- 
guard their internal authority and treaty rights. There were pro- 
longed discussions on these subjects at successive sessions of the 
Bound Table Conference. Eventually the conclusion was reached 
that, as the Indian states lay outside the jurisdiction of the British 
Parliament, and as no Act of Parliament could make them mem- 
bers of the Federation against tlieir will, all that an Act could 
do was to prescribe a method whereby a state could accede to 
the Federation, and specify the legal consequences A^diich would 
result from its accession. Each ruler who wishes to accede will 
therefore signify to the Crown his willingness to accede to the 
Federation by executing an Instrument of Accession, specifying 
the powers and the jurisdiction which may in future be exercised 
by the Federal authorities. 

Thus the main lines of the Federation became fairly clear. 
The change involved two distinct operations : firstly, the grant of 
fprovincial autonomy in British India, and secondly, ihe establisli- 
imeiit of a new relationship between British India and tlie Indian 
mates. One is a process of devolution and the other one of inte- 
gration. Ill the one case, provincial Governments which have been 
functioning hitherto under the direction and control of the Govern- 
ment of India (itself an agent of the Secretary of State) would by 
a direct grant from the Crown be made autoiiomoiis units of a 
» Federation. Expressed in legal language, the Crown would resume 


* ■proceedings o! the Bast India Association, 1&. 
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into its hands all the rights, autlioritj^ and jurisdiction hitherto 
vested in the Secretary of State, the Governor-General in Council 
and the provincial Governments and Administrations, and redistri- 
bute them between the Government of India and the jjrovinces. 
In the other case, the Indian states which now enjoy almost 
complete inleriiial autonomy must surrender certain of their powers 
and jurisdiction to the new Federation A 

But the Federation of British India with Indian states is not 
to be a mere alliance or association for limited objects, but, as 
stated in the White Paper on Indian states, it is to be ‘ an 
organic union between the two, with the Federal Government and 
Legislature exercising, on behalf of both, the powers vested in 
them for that purpose 

Provision for the establishment of such a Federation was made 
in Part IT, Chapter I, of the Government of India Act (1935). 
This x4ct WTis the result of many yeai’s’ deliberations and it is 
based on ihe accumulated experience of many existing Federations, 
so far as such experience can be applied to the peculiar conditions 
of India. We are here concerned only with the financial aspect 
of the Act. We will first deal with the financial provisions as 
they relate to the states, and then proceed, in the next chapter, 
to consider the financial relations between the Federation and 
the provinces. 

§5. Federal Finance in Relation to the States 

The most formidable difficulties that confinnted the Bound 
Table Conference in regard to Federation of all India were 
financial. As has been mentioned before, the Princes had 
been making certain contributions, direct and indirect, to the 
revenues of Britisl) India, and the Butler Committee's inquiries 
disclosed that some of their claims for relief in this regard were 
justified. One essential principle of a federation is that all the 
units of the federation must contribute on a uniform basis to the 
federal resources. Therefore a careful inquiry into the financial 
relations between British India and the states was essential before 
any definite federal scheme could be put forward. The Federal 
Structure Sub-committee laid down certain geneml principles in 
this matter, but left the details to be wroked out after in<|uiry 
in India, by a Committee under the chairmanship of Mr J. C. 0. 
Davidson. That Committee toured India in 193*2, and conferred 
with the Princes. The object of the inquiry was to estimate ihe 
contributions made by the states and the value of the immunities 
enjoyed by them, and to determine how these should be adjusted 
to fit in with an eljuitable scheme of federal finance. 


^ Report 0^ the Joint Select Committee, vol. I, Part I, pp. 85-8. 
® See also Secretary of State’s Dispatch, 14 March, 1985. 
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The contributions made by the states to British Indian revenues 
were (K) direct contributions in the form of tributes and subsidies 
imposed by treaties, engagements or sanads, etc., and (B) indirect 
contributions. 

A. Direct contributions were either (1) subsidies or tributes, 
or (2) value of territories ceded in tlie past in return for guarantee 
of protection. Subsidies or tributes were paid in cash and 
amounted to Rs. 74 lakhs annually. The Peel Biib-Coininittee 
considered the tributes and subsidies to be of a feudal nature and 
recommended that such payments as were in excess of 5 per cent, 
of the total revenue of the state should be immediately remitted. 
The Davidson Committee found that all the payinenls were not 
of a feudal nature and classified them under the followung 
categories : 

(1) Payments in acknowledgment of buzerainty, incdiiding 

obligations to aid and protect on the one side, and to 
give subordinate co-operation on the other; 

(2) Payments in commutation of obligations for the provi- 

sion of a ‘ State-contingent force ’ or other form of 
military assistance; 

(3) Payments for the maintenance of a British buhsidiary 

force; 

(4) Payments fixed on the creation or restoration of o state, 

or on a re-grant or increase of territor} (including 
annual payments for grants of land on perpetual tenure 
and for equalization of the value of exchanged 
territory) ; 

(6) Payments for special er local purposes, such as the main- 
tenance of local corps, police, etc.; 

(6) Contributions originally paid to another state, but sub- 

sequently acquired by the British Government by 
conquest or lapse of the original recipients; and 

(7) Contributions acquired by treaty. 

The first five were imposed or negotiated by British authority, 
while the last two were transferred or inherited from previous 
suzerain powers or overlords. Although the Davidson Committee 
maintained that the contributions were not generally of a feudal 
nature, it recommended on other grounds that contributions in 
excess of the immimities enjoyed by each State should be abolished. 
Contributions in excess of 5 per cent, were to be remitted immedi- 
ately ^(thus giving a relief of Rs. 12 lakhs a year) and of the rest 
a moiety was to be extinguished at the latest in ten years after 
the establishment of the Federation and the whole within twenty 
years A 

The revenue obtained by the Government of India from 


* Beport of tbe ladiaa States Enquiry Committee, Financial (1932), pp, 30*3. 
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teiritories ceded to the Grown by the Indian states in return 
for specific military guarantees came to Es. 3*79 crores in 
1931-2. 

B. By ‘ indirect contributions ' are meant the amounts 
accruing to the revenues of British India from the people of 
Indian states under the heads of customs, salt tax, intjome-tax, 
etc. Various estimates have been made of the amount of such 
contributions. 

Cusfo7ns , — The computation of the share of the states in the 
customs revenue of India is complicated by the existence of certain 
maritime states which collect their own customs and by the un- 
certainty about the consumption of imported goods in different 
parts of India. It is believed that the consumption of imported 
goods is proportionately smaller in Indian states than in British 
India. A special committee of the Government of India in 1930 
estimated the share of the states to be 14 per cent, of the net 
customs revenue. Others put it at highei* percentages.^ If the 
former percentage is accepted, the states’ contribution must have 
been about Ks. 7 crores in 1935. 

Excise , — Under this category must be considered the provincial 
excises on alcoholic liquors, drugs and narcotics and the central 
excises on motor spirits, kerosene, silver, sugar, matches and steel 
ingots. According to the special committee mentioned above, the 
share of the states in the provincial excises was about Es. 16 lakhs 
and in central excises Es. 47*7 lakhs. The share must have 
increased since then, but no exact calculations can be made. 

Salt . — In regard to salt a computation of the incidence per 
head of the total revenue would yield fairly satisfactory results. 
According to the committee, the contribution of the states to the 
central salt revenue was Es. 89 lakhs. Salt revenue has since 
increased and for 1935-6 the states’ share would be about 
Es. 1*68 crores. (The allowance made for cost of collection is 
20 per cent.) 

Railways and cutrency profits , — ^In 1930, the states’ contribu- 
tions to these items were about Es. 50 lakhs and Es. 47 lakhs 
respectively, but the contribution from the first item nearly dis- 
appeared during the depression years, and that from the second 
item has decreased with the establishment of the Reserve Bank. 

The total * credits ’ must therefore be over Es. 10 crores 
excluding the expenses of the Indian states’ military forces. 
Against these credits, wc must place the ‘debits’, which are 
principally immunities enjoyed by the states under customs, salt, 
currency and coinage, posts and telegraphs, etc. Several states 
levy a large revenue by means of inland customs, amounting to a 
total of about Es. 4| crores. The maritime states — Travancore, 


^ Waiid Khan puts it at Es. 11*65 crores for 19S2-8 (Finaneid ProUems of 
Indian States under Federation, pp. 27-81 According to B’Sotiza, M'^sore alone 
claims to pay Bs ^97 lakBs (Finanml Problems of Indian States, p. SS). 
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Cochin and the Kathiawar States^ — levy their own sea-customs 
under certain agreements with the Paramount Power. The rela- 
tions of British India with Travancore and Cochin in this maiter 
are governed by the Tnter-portal Convention of 1865, by i\hich 
those two states adopted the British Indian tariff (with certain 
exceptions) and agreed not to levy any impoit duty on goods 
coming from British India (with certain exceptions) in consider- 
ation of a similar undertaking by the British fTOvernment.^ With 
the opening of the new harbour at Cochin, fresh problems have 
arisen and some of them were tackled by the Davidson Committee. 
The Kathiawar ports have been enjoying greater privileges, and 
when the British Indian tariff was recently increased they were 
able to secure a much larger import trade and customs revenue. 
The Davidson Committee examined this thorny problem and 
recommended for consideration a compromise arrangement under 
which those states would be enabled to retain the revenue from 
duties on goods imported through their own poits for consumption 
by their own subjects.'’^ 

The immunities enjoyed by the states can be more accurately 
assessed than the contributions made by them. The following is 
the estimate of the Davidson Committee : 


Customs 

Salt 

Currency and Coinage ... 
Posts and Telegraphs ... 


Rs. 

K82,42,000 

46,06,057 

17,00,000 

10,27,025 


Total ... 2,55,75,082 


The Joint Select Committee of the British Parliament on the 
Government of India Bill gave its general approval to ihe 
Davidson Committee's recommendations in regard to the gradual 
abolition of contributions which were in excess of the value of 
immunities. They also emphasized the need for freedom of trade 
within the Federal territory. ‘Internal customs barriers', said 
the Committee ‘ are in principle inconsistent with freedom of inter- 
change of a fully-developed Federation and we are strongly of the 
opinion that every effort should be made to substitute other forms 
of taxation for these internal customs'.'* It was aclmitted that 
their immediate abolition would involve deficits in the states' 
budgets, but the Committee pointed out that in any ease ‘ the 
accession of a state to the Federation should imply its accept- 
ance of the principle that it will not set up a barrier to free 


^ Namely, Jaojira, Baroda, Bhavnagar, Cambay, Giitcli, Jiinagadh, Moligrol, 

Mom, Navanagar, Porbandar and Sawantvadi. 

“ Papers on Indian States Development (1981), pp. 93-4. 

• Eeport of the Indian States Enquiry Committee (Financial), 1932, pp. 140-1. 
‘ Eeport, p. 169. /> - Fr 
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interchange so formidable as to constitute a threat to the future of 
the Federation The Committee also agreed that a maritime 
state which has a right to levy sea-customs should be allowed to 
retain only so much of the customs duties as is properly attributable 
to the dutiable goods consumed in the state. They recognized 
that treaty rights might not make it possible in all cases' to attain 
this ideal, but’ they doubted the advisability of admitting into 
the Federation states that insisted on such treaty rights. 

The Government of India Act ( 1985 ) has, in Sections 146-50, 
given effect to the principal recommendations of the Joint Select 
Committee. In the case of states entering the Federation, cash 
contributions will be remitted by instalments spiead over a period 
not exceeding twenty years (Section 147 ). All contributions from 
a state to the Fedei'al fisc will be set off against the state’s share 
of any revenues which have to be distributed to the Federal tJniis 
(Section 149 ). The principles laid down in the Act are largely in 
conformity with federal practice, and can be made the basis of a 
fair financial settlement between the Federal Government and the 
states. The constitutional framework for the building up of an 
Indian Federation has thus been devised. 



CHAPTEE XXX 

FEDERAL FINANCE— GOVERNORS’ PROVINCES 

§1. Provincial Autonomy and Fedemtion 

Most of the existing Federations have resulted fioin an auieeineiil 
by states previously independent or autonomous io sii'* lender a 
definite paiii of their authority to a new central oji^anisjo. But 
India, on the other hand, is being conveited from d unitary stare 
into a Federation. Only the first steps towards piwinciai auto- 
nomy were taken under the Act of 1919, and the province' 
continued to be subject to the administrative and legislative control 
of the Government of India although a good deal of aiithoriiv was 
devolved on them under the statutory rule-making |>ower of tlie 
Governor-General in Council. The transformation of such a state 
into a Federation necessarily involves a twofold proi^ess : namelr , 
the creation of autonomous Units, and eombiniim thtau info a 
Federation. The grant of provincial autonomv is the fulfilment of 
the goal set before India in 1919 , but provincial autmioiiiy \\ithoni 
a change in the central constitution might endanger the unity of 
India by giving too much play to centrifugal foic'cs. lienee^ the 
need for a new central organism — an xAll-India Federation vilh a 
representative legislature capable of binding the autonomous 
Units together A 

The grant of provincial autonomv implies that the pKoineiai 
Governments will be more responsible to their Legislatures iii 
future. The working of the Montagu-Chelrasford Reforms tor a 
decade gave convincing proof that without fuller respoiwibiliiy in 
the provinces further progress in social reform and economic 
services was not possible. Only a Government responsifde to the 
people of the country could undertake and enforce effective legis- 
lation for the cure of virulent social and economic ills. Therefori^ 
Parliament decided that the provincial Governments should he folK 
responsible to their Legislatures in regard to social and econornie 
policy, subject to certain safeguards necessitated by ilii‘ facts of 
Indian life. But the grant of full responsibility at the rent re 
was not found possible. It was felt necessary to*reser\c defence, 
external affairs, ecclesiastical affairs and matters relating to 
tribal areas, for administration by the Governor-General Over 
the rest of the administrative field Ministers responsible to the 
Federal Legislature are to have authority, 'Subject to special 
powers to be retained by the Governor-General for the discharge 


^ Beport of loiiat Selecfc Committee, vol I, part I pp 14411. 
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of bis responsibilities to the British Crown. ^ Thus the new 
Federal rTOTeniiiient is to be a dyarcliy, but the reseivecl half is 
to be much smaller than it was in tlie provincial const itnt ions 
under the Act of 1919. 

The Clovernor-General will have power to appoint not more 
than three ('oimseliorB to assi^^t him in administering the reserved 
subjects. This ’provision is in keeping with the realities of the 
situation, but it is bound to cause some friction^ seeing that as 
much as 60 per cent, of the central revenue is absorbed by the 
Defence budget. Already the non-votable character of the expendi- 
ture classified as defence, political and ecclesiastical has caused 
considerable friction in the Legislative Assembly. With the grant 
of full icsponsibility in tlie provinces and the transfer of other 
central subjects to responsible ministers, this friction is likely to 
increase, especially as there will probablv be a strong desire in 
the new Federal Leoislatiiie to cut down military expenditure in 
order that more money mav be ‘^•pent on nation-building services. 
However, as the Joint Select Committee points out, even in 
independent countries, by far the greater part of a central budget is 
in effect alwa\s unalieiable because the expenditure results from 
past commitments in the fields of foreign relations or social 
reform/^ It is also expected that the entrv of t1ie Princes into 
the Federation ma}^ tone down the central Legislature's disincli- 
nation to sjjeiid money on defence. 

The special responsibilities of the rTOvernor-General are laid 
down in Section 1*3 of the Act, as follows : 

(cil the prevention of any grave menace to the peace or 
tranquillity of India, or any part thereof; 

(b) the safeguarding of the financial stability and credit of 
the Federal Government; 

fc) the safeguarding of the legitimate interests of minorities; 

(d) the seeming to, and to the dependants of, persons who 
are or have been members of the public services of any rights 
provided or preserved for them by or under this Act and the 
safeguarding of their legitimate interests; 

(e) the secnriiig in the sphere of executive action of the 
purposes wiiieh the provisions of Chapter III of Pari Y of the 
Ad are designed to secure in relation to legislation; 

(f) the pievention of actum which would subjeel goods of 
TJiiited Kingdom or Burmese oiigin imported into India to dis- 
criminatory or penal treatment; 

(q) the protection of the rights of any Indian state and the 
rights and dignity of the Holer thereof; and 

(h) the securing tliat the due discharge of his fundioiis with 
respect to matters regarding which he is by or iinder this Act 
required to act in his discretion, or to exercise his indiviclual 

^ Clovermuent of Iniia Act (1935), Sections 10 anO 11, 

“ R^rt, vol. I, part I, p. 29, 
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jiiclgement, is not prejudiced or impeded by any course of action 
taken with respect to any other matter. 

Great impoiiance is attached to the Government’s financial 
stability and therefore the Federal Structure Committee considei'ed 
it necessary ‘ to reserve to the Governor-General in regard to 
budgetary* arrangements and borrowing such essential powej*s as 
wmuld enable him to intervene if methods were ^ being pursued 
which would in his opinion seriously prejudice the credit of India 
in tlie money markets of the world The Act enumerates the 
special responsibilities only in general terms, and more specific 
directions wnll be given in the Instrument of Instructions to be 
issued by ITis Majesty’s Government to the Governor-General 
wiien the Federation comes into being. Provision is also made 
for the appointment of a Financial Adviser to assist the Governor- 
General in the discliarge of his special responsibility for safe- 
guarding the financial stability and credit of the Federal 
Government, and the ministers will be consulted when any appoint- 
ment other than the first appointment is made to that post 
(Section 16).^ Although technically the Financial Adviser is to be 
the Governor-General’ s adviser, his advice will be available to the 
ministers as w^ell. In the opinion of the Joint Select Committee, 
the Governor-General may not need to exercise his special powers 
in the financial field, provided the right person is selected as the 
Financial Adviser, 

Provisions in the Act regarding the Eeserve Bank are also 
designed to strengthen the Governor-General’s special powers for 
safeguarding financial stability. According to Section 153, the 
functions of the Governor-General in respect of the appointment 
and removal from office of tha Governor and Deputy Governor 
of the Eeserve Bank, the approval of their salaries and allowances, 
the fixing of their terms of office, the supersession of the Central 
Board of the Bank and allied matters, are to be exercised by him 
in his discretion. Further, the previous sanction of the Governor- 
General will be necessary for legislation wdth respect to the 
coinage or currency of the Federation or the constitution or 
functions of the Eeserve Bank (Section 154).® 

With a view to enabling the State railways to work on business 
principles without being subject to political interference, provision 
has also been made for the establishment of a Federal Eailway 
Authority with a large degree of independence (Sections 181-99).'^ 
In respect of his reserve powers and special responsibilities, 
the Governor-General will be under the control of the Secretary 
of State (Section 34). 

^ Second Beport of the Federal Stnicture Committee, 13 January, 1981, 

® See also White Paper, Proposal 17, and Joint Select Committee ReporL vol. I, 
part I (1934), p. 95. 

* Bee Joint Select Committee Report, vol. I, part I (1934), p. 299. 

^ White Paper, Introductory, para 74; Joint Select Committee Report, vol. I, 
part I (1934), pp. 230-5. 
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Thus in order to keep the centrifugal forces in check, provi- 
sion has been made for strengthening the authority of the Federal 
Government. Only a powerful Government at the Centre will be 
able to maintain the unity of India and to protect all classes of 
her citizens; and in the circumstances of India it would be very 
dangerous to have a weak Federal Government. The^ financial 
system devised for the Federation also provides for ample resources 
foi' the Genti*e, which should enable the Federal Government to 
aid the poorer and more backward provinces, 

§2. Demarcation of Funcliom 

Before wm proceed to the important subject of finance, we shall 
deal briefly with the distribution of powders between the Federal 
and the provincial Legislatures. A demarcation of functions had 
alread}?" been made in the Act of J919. This was further elabo- 
lated and three separate lists w’ere prepared, namely, Federal, 
Provincial and Concurrent (see Appendix D). Under the Act of 
1919, the proAuncial Legislative Councils had power to legislate 
for their own lerritories on any subject, even though that subject 
came in the central list in the Act, but the assent of the Governor- 
General was necessary for such bills to become law. Therefore, 
according to Section 84 (3) , ‘ the validity of any Act of the Indian 
legislature or of any local legislature ’was not open to question 
in any legal proceedings on the ground that the Act affects a 
provincial subject or a central subject as the case may be \ This 
worked V7eU on the whole. But with the attainment of autonomy 
by the provinces it would not have been right to continue the 
old arrangement and a statutory altocation of exclusive powers was 
found necessaiy. Therefore, as in other Federations, the courts 
wall have to determine whether or not in a legislative enactment a 
legislature has transgressed the boundaries set for it by the exclu- 
sive list, federal or provincial, as the case may be. No doubt 
this wall lead to litigation of a kind hitherto almost unknown in 
India, but this cannot be avoided in view of the changed political 
relationship between the Centre and the provinces. Hence the 
need for a Federal Court/ for which provision was made. 

§3. Allocation of Income-Tax 

Various schemes for reallotment of revenues were considered 
by the Round Table Conference, but at an early stage it was 
realized that there was no need for a radical change in the existing 
system. What was necessary was to find some balancing factor 
or factors by whicli a greater elasticity could be introduced. The 
revenue heads proposed for this purpose were income-tax, export 


^ Joint Seket Committee Report, vol. I, part I (1934), pp. 142-3. 
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(liitiaB, sail, stamps and excise duties. The principal object 
aimed at was that all the governments should have adequate 
revenues and the idea of a ‘ clean cut ’ was not too much 
stressed. 

The announcement of an All-Tndia Federation as the immediate 
goal lent ^further Rnp[X)rt to the claim of the provinces for the 
income-tax. It is one of the fundamental principles of a Fede- 
ration tliOit its units should contribute to the federal resources 
on an equitable basis. Therefore, if income-tax was to be a 
federal item it should be levied on the subjects of Indian states 
also. But the rulers of the Indian stales made it plain at an 
early stage that they were not prepared to accept that arrange- 
ment, and so the provinces' claim to be given the income-tax 
gained strength. The financial stringency in the provinces result- 
ing from the trade depression and the special troubles of certain 
impeciinions provinces were also urged in support of the provinces' 
claim to the income-tax. 

The theoretical argument used by the supporters of the pro- 
vincial claim was that the proper source of federal revenues is 
indirect taxation and that direct taxation in most Federations 
is allotted to the units. The United States started with a firm 
conviction that it would be wrong for the Federal Government to 
raise revenue by imposing direct taxation, but later, when the 
federal services expanded, the needs of the Federation increased 
greatly and the Federal Government was empowered, by an amend- 
ment of the Constitution in 1913, to levy income-tax for Federal 
purposes. At the present time the income-tax supplies as much 
as 70 per cent, of the Federal revenues in the TJ.S.A. In Canada 
and Australia also, the FederaB Government has power to levy an 
income-tax, but in South Africa it is solely a Federal tax. Thus 
while indirect taxes are generally treated as a purely federal 
source of revenue, direct taxes are not, as a rule, reserved entirely 
either for the centre or for the units. In a developing country 
like India, the income-tax is likely io be the most elastic source 
of revenue and it is essential that the Federal Government should 
have a fair share of it.^ 

The claims of the provinces, however, made an impression on 
the Round Table Conferences, and the Peel Sub-Committee 
recommended that the proceeds of the income-tax should be dis- 
tributed among the provinces although the tax should be levied 
and collected by the Federal Government. This vroiild result in 
a deficit in the central budget, which would have to be made good 
by provincial contributions. This recommendation was further 
scrutinized by the Fact-finding Committee on Federal Finance with ^ 

* ’Further the terms direct and indirect taxes Lave created mneh confusion 
even amoM economists. Judges in the United States and Canada have had to 
^velop aeir own definitions of those terms rather arbitrarily (see Adarkar 
Feimt Ftmnoe, pp, 52-3n,). 
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Lord Percy as Cliai3'man in 1932. Its recomniendations were as 
follow^s : 

1. Income-tax on the profits of companies should be detached 
and allotted to the Federal Government, and the income-tax 
collected from the federally administered areas and from officers 
of the Federal Xlovernment should also be so allotted. 

2. The rest of the proceeds of ilie income-tax should 
be allotted to the provinces. The Committee admitted that the 
lack of some important data made it difficult to distribute the 
tax on personal incomes equitably among the different provinces, 
but they recommended that each province should be ci’editecl with 
the lax paid by the persons resident in it (i.e. by individuals, 
Hindu undivided families, unregistered firms and certain associ- 
ations) including the tax on dividends received by them from 
companies, and that the tax collected from non-residents and un- 
distributed profits of companies should be distributed on the basis 
of population. 

On this basis, they found that out of the net yield of Es. 17*20 
crores, the super-tax on companies and other federal items would 
come to Es. 3*70 crores and the balance available for distribution 
among the provinces would be Es. 13*50 crores. Of this the 
bulk would be distributed on the basis of the estimated share of 
personal income-tax credited to the province. 

3. The Committee also recommended that the loss that would 
result in the central budget should be made good by contributions 
from the provinces, and that these contributions should be based 
on the increase of revenue accruing to each province by the reallot- 
ment of income-tax. But if all the provinces were to pay in 
the same proportion, some of them wmulcl still have deficits; making 
alloivance for vai’ious factors, the Committee suggested certain 
figures for the contributions in such a manner as to wi|)e out the 
deficits in the budgets of the provinces. 

Some of the provincial Governments raised strong objections 
to the recommendations of the Peel and Percy Committees; 
they were also severely criticized by certain economists/ The 
provincial contributions under the Meston Settlement were so un- 
popular that the Government of India were unwilling to reintroduce 
them. Nor was it expected that the proposed contributions would 
be temporary as envisaged by the Peel Committee; for, having 
taken into account all the relevant facts, the Percy Committee was 
not able to give an assurance that the contributions could be 
abolished within any period that could be foreseen. The scheme 
was therefore abandoned.^ 

The provincialization of income-tax was also opposed by the 

^ See Papers on ‘ Federal Finance Committee and Contributions ’ by H, L. 
Cbablani and * The B.T.C, Scheme of Federal Finance ’ by P. J. Thomas in the 
Indian Journal of Mcommics, March 198B, and discussion thereon, 

® Joint Select Committee Report (1934), pp, 162-3. 
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Indian states, on other grounds. They claimed that a part of the 
income-tax collections came from the subjects of Indian states. 
It was also urged that several items of federal expenditure were 
entirely the concern of British India, e.g*. the subsidies which 
the Government of India had decided to give to certain deficit 
provinces. At one stage it was suggested that the public debt of 
India should be considered to be such an item. The Princes 
insisted that it should be a central (and not a federal) subject 
and that the new Federal Government should not have any 
liability in respect of it. Subsequently the inquiries of the Peel 
and l^ercy Committees showed that only a fraction of the debt 
was unproductive, that ' if the Federal Government assoined 
responsibility for the whole of the pre-federation debt its obliga- 
tions would be covered by the assets also taken over ’ and that 
‘ the service of the debt will be fully covered by sources of revenue 
which will remain at the disposal of the Federal Government k 
Nevertheless, the states claimed that the resources of the Federal 
Government were likely to fluctuate and that unless the Centre 
had a large share in the income-tax the states would be running 
grave financial risks in joining the Federation. 

The above groimds led to the decision not to provincialize the 
income-tax completely, but it w’^as still held to be desirable to 
give the provinces a share in its proceeds. The following scheme 
of division was suggested in the White Paper : The income-tax 
revenue derived from federal sources, i.e. federal areas or emolu- 
ments of federal officers, would be permanently assigned to the 
Federation. Of the rest of the yield of the ordinary income-tax 
(except the corporation lax, g:efeiTed to later) a specified per- 
centage (to be fixed by Order in Council at the latest possible 
moment) was to be assigned to the provinces. This percentage 
should not be less than 50 nor more tlian 75. Out of the amount 
so assigned to the provinces the Federal Govermiient would be 
entitled to retain an amount which should remain constant for 
three years and thereafter diminish gradually to zero over a 
further period of seven years. The Governor-(ieneral would have 
power to suspend these reductions, if circumstances made it neces- 
sary to do BO. The Federal Government and Legislature would, 
in addition, be empowered to impose a surcharge on the income- 
tax, tlie proceeds of which would be devoted solely to federal 
purposes, but this power should be exercised only in times of 
financial stress. The Joint Select Committee agreed with the 
main lines of the White Paper scheme, but feared that, owing 
to the trade slump and the needs of the deficit provinces, it would 
not be possible to fix in the Act the percentage of income-tax 
proceeds to be assigned to the provinces, and* that it would be 
best to leave it to be fixed by an Order in Council; nor did they 
see any prospect of fixing a higher percentage than 50. 

It was also decided to detach from the income-tax the taxes 
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on the income and capital of companies and to allot them entirely 
to the Federation, x4fter ten years the corporation tax was also 
to be extended to the federated states, but any state which 
preferred that companies subject to its law should not be directly 
taxed by the Federation would have the option of paying to the 
Federal fisc ap equivalent lump-sum contribution. The White 
Paper also proposed to empower the provincial Legislatures to 
impose surcharges on the personal income-tax, but the Joint 
Select Committee did not accept this. The White Paper proposal 
to empower the Federal Legislature to impose an emergency sur- 
charge for federal purposes was, however, approved, and fiirthei' 
it -was decided that any surcharge so imposed should also be levied 
in the federated states with a similar option for any such state 
to make an equivalent contribution to the federal revenues instead 
of having the surcharge levied in the state. 

These recommendations were embodied in Section 138 of the 
Act, which lays down tliat a prescribed percentage of the taxes 
on income shall be allocated to the provinces, subject to the 
proviso that in each year of a prescribed period the Federation may 
retain such sum as may be decided, and ‘ in each year of a 
further prescribed period a sum less than that retained in the pre- 
ceding year by an amount, being the same amount in each year, 
so calculated that the sum to be retained in the last year of the 
period will be equal to the amount of each such annual reduction h 
The distribution of the provincial share was to be prescribed 
by an Order in Council before giving effect to Part III of the 
Act. (See Ch. XXXII.) 

§4. Other Balancing Factors 

The White Paper proposed that the Federal Legislature should 
be given power to allot to the units (provinces and states) at its 
discretion a share of the yield of salt duties, centi'al excises and 
export duties. In regard to the first two the object was not 
only to make the financial scheme more clastic, but also to facili- 
tate the introduction of new taxes. This was accepted by the 
Joint Select Committee and was embodied in the Act (Section 140). 
The provision in regard to expoil duties was in the interests of 
Bengal which had been accumulating deficits since 1930, and the 
Act specifically lays down that at least one-half of the net proceeds 
of the jute export duty shall be assigned to the provinces or 
states in which jute is grown, in proportion to the respective 
amounts of jute grown therein [Section 140 (2)]. Half the net 
proceeds of the jute export duty was surrendered to the jute- 
growing provinces" with effect from 1935-6. If an Act of the 
Federal Legislature so provides, the revenue from the salt duty 
and Federal excises may be distributed among the provinces and 
the states to which the Act applies [Section 140 (1)]. 
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In a djtfereni category arc placed comiiiercial siajnps (already 
levied by the provinces), Ruece&sion duties, teiiniiial taxes and 
taxes on railway fares and frciglits (which may be levied in future). 
The revenue from these taxes must go to the units, but for 
obvious i=^asons it is better that they are levied and collected by the 
Federation. The Federal Government will have. power to place 
surcharges on those taxes at any time for federal purposes 
(Section 137). 

The Act also authorizes the Federal Government to make 
grants-in-aid to deficit provinces. The provinces to which such 
help has to be given are : (1) the North-West Frontier Pro- 
vince, wliere special expenditure due to strategic considerations 
has to be incurind, and to which an annual subvention of Es. I 
crore was already being given, (2) Orissa and Assam, which under 
the present scheme of allotment of sources of revenue cannot be 
expected to balance their budgets, and (3) Sind, which will require 
subvention for some time but may eventually be able to balance 
its budget. Fixed subventions are to be given to the last three 
provinces, while the subvention for the North-West Frontier Pro- 
vince may vary according to annual requirements (Section 142). 
Provision was made for the necessary subventions for these 
provinces in the budgets for 1935-6 and later years. 

The Federal Government is also authorized by the Act to make 
grants to the provinces and states for specific purposes, and the 
provinces may also make grants for federal purposes. 

Thus important modifications were made in the system 
of * clean cut ’ introduced by the Eeforrns of 1919. Hitherto 
the revenue of the provinces came almost entirely from resources 
definitely allotted to them. In future the pinvinces will he receiv- 
ing a part of their revenues finm sources which tliey will have 
to share with the Centre. The provincial revenues in future will 
comprise : 

1. Provincial taxes, like land revenue, tax on agricultural 
incomes, irrigation receipts, excises on alcoholic liquors, drugs and 
narcotics, stamps (general), forests, registration receipts, etc.; 

2. The provincial share in income-tax, salt duties, central 
excises and export duties; 

3. The proceeds of stamps (commercial), terminal taxes and 
other taxes collected by the Centre but distributed in full to the 
provinces; and 

4. Subventions from central revenues and grants for specific 
purposes. 

The resources of the central (Federal) Government are nearly 
the same as before, except that some of the sources previously 
central (i.e. income-tax, salt and export duties) will, or may, in 
future be ^ divided between the Centre and the units. A certain 
part of this loss is made up by the power to levy surcharges purely 
for federal purposes on income-tax and commerckl stamps and 
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on certain new taxes that may be levied in future, namely succes- 
sion duties, terminal taxes and taxes on railway fares and freights. 
It is fail* to point out, howwer, that the central Government are 
also undertaking new liabilities in the form of subventions to the 
deficit provinces. ^ 

Thus in the new scheme of federal finance, the revenues of 
India are divided into three main categories, namely : (1) Federal, 
(2) Provincial, and (3) Jointly Federal and Provincial. Both the 
Federal Government and the provinces will have their own 
separate revenues over wdiich each will have exclusive jurisdiction, 
legislative and administrative, and in addition they will both share 
certain common revenues levied and collected by the Federal 
Government under Federal law and mainly through Federal 
officers. Finally certain revenues are wliolly allocated to the pro- 
vinces, but legislation and administi'atioii in respect of them are 
exclusively Federal, and the Federal Govenimeiit’s only means 
of benefiting from those revenues is hy imposing surcharges under 
Section 137. The position can be made clear by classifying all 
the revenues of India with reference to jurisdiction (legislative 
and administrative) and allocation of proceeds, as below : 


Powers of 

Source^ of 'Revenue Legislation and Allocation of JRcveme 

Admimsiration 


Import duties (except on salt) ' 
Conti ibutions from Railways 
and receipts from other Fede- 
ral commercia.1 undertakings ) 
Corporation tax 

Coinage profits and share in 
profits of Reserve Bank j 

Income-tax j- 

Cxpurt duties ^ 

Halt duties [ 

Other excise duties except tfiose / 
on alcoholic liquors, drugs and I 
narcotics J 

Huccession duties (except on 
agricultural land) 

Terminal taxes on goods and 
passengers ^ 

Certain stamp duties 
Tax on railway fares and 
freights 
Land revenue 

Taxes on agricultural incomes 
Excise duties on alcohol, drugs 
and narcotics 

Succession duties on agricul- 
tural land \ 

Stamps (with exceptions) 

Forests and othgr provincial 
commercial undertakings 
Taxes on the sale of goods 
Taxes on luxuries (including 
entertainments, betting and . 
gambling) ^ 

26 


Exclusively 

Federal 


Exclusively 

h'ederal 


Exclusively 

Federal 


Exclusively 

Federal 


Exclusively 

Provincial 


f 

i 

Exclusively Federal 


{ Partly Federal and partly 
\ (eventually 50 per cent.) 
( Piovincial 

I Federal, with power to 
/ assign a share (or the 
I whole) to units 


I 

I Provincial, with power to 
the Federation to im- 
\ pose a Federal sur- 
I charge 


J Exclusively Provincial 
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It may be noted that the growing head of exeibes is to be 
shared between the Centre and the units. But while the pro- 
vincial excises are specifically enumerated, the sphere of the Genti’e 
is leit unspecified, thus leaving to it the residue. Already the 
Centre h^is levied excise on various articles, and it has freedom 
to exploit that domain further. This has caused some concern 
to the Indian states. They point out that the Centre has full 
power to levy excise on any commodity and that if that powder 
were fully exercised, the exclusive right of the units to levy land 
revenue or taxes on agricultural mcomes would be nullified. But 
ill practice, ihe Centre may not resort to levies vhicli are likely 
to cripple the resources of the units; for, after all, the states will 
ha*ve a large number of representatives in the Federal Legislative 
Assembly and will have considerable influence in regard to ihe 
levy of fresh taxes. 

Another feature of the new scheme is the absence of any 
defined residuary power in regard to taxation. It is not unusual 
in Federal constitutions to leave the residuary power in taxation 
either to the Federation, or to the states (vide infra, p. 411). 
In some federations, both the Federal Government and the states 
have nearly concurrent powers of taxation except that some taxes 
are prohibited to the latter. Thus, in the U.S.A. tlie states are 
prohibited from raising customs duties and in Australia, customs 
duties and excises are exclusively allotted to the Federation, whilst 
the rest of the tax domain is common ground. The position of 
India in this respect is unique. The Act of 1935 avoids the 
question of residual power by making three exhaustive lists : 
(1) Federal, (2) Provincial, and (3) Concurrent (see Ajipendix D). 
All unspecified subjects are to be allocated by the Governor-General, 
but this will not give much power to the Centre seeing that the 
subjects unspecified are so tew. Section 104 of fche Act lays down 
that the Governor-General may by public notification empower 
either the Federal Legislature or a provincial Legislature to enact 
a law with respect to any matter not enumerated in any of the 
lists ill the Beventh Bchedula to the Act or to impose a tax or 
duty not mentioned in any such list, and the executive authority 
of the Federation or of the province, as the case may be, shall 
extend to ihe administration of any law so made, unless the 
Governor-General otherwise directs. It is expressly provided that 
in the discharge of this function the Governor-General shall act in 
his discretion. 

In times of emergency, ihe Federal Government will have 
power to levy surcharges on income-tax and on the taxes 
mentioned in Section 137 (commercial stamps, succession 
duties, terminal taxes, and taxes on railway fares and 
freights)* ^ 
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§5. Borrowing 

Tlie Act of J933 has also enlarged the powers of the provincial 
Goveminenis in respect of borrow ing, as wo shall see in the next 
chapter. Section 161 terminates the power of the Secli'etary of 
Stale to rajse ^uoney on the security of the revenues of British 
India, excejit that during the transition period (fiom the time wdien 
Provincial Autoiiomj begins to the time when Federation is in- 
augurated) he will still have power to borrow in sterling under 
certain conditions (S. 815). Section 162 authorizes the Federal 
Governmeni to borrow on the securiiy of the federal revenues, 
within such limits as may be fixed from lime to time by an Act of 
tliG Fcdcial Legislature. Section 163 gives similar powder to the 
provincial (lovcimrnents to borrow on the sccairity of the provincial 
revenues; but witliout the consent of the Federal GoA^ernnient , a 
province may not borrow outside Indio, nor raise any loan if 
there is still outstanding any part of a loan made to the province 
by the Federation [Section 163 (3)J. It is provided that the 
Federal Goveininent shall not wuthhold such consent without suffi- 
cient reason. Even after Federation is inaugurated, the Federal 
Governmeni may, if it so decides, lend to a province or state, or 
guarantee a loan raised by a province or a state (Section 165). 

§6, Financial Control 

By ilie Act of 1935 the control of the Secretary of State over 
the finances of India has been largely relaxed and most of his 
former financial powders are now' tested in the Federal and Pro- 
vincial LegisJatiiies. Accordingly the At t has laid down the main 
lines of financial procedure in both the Federal and the Provincial 
Legislatures. 

All estimates of i'eeeipts and expenditure of the Federation 
will be placed annually before the Federal Legislature. But 
estimates relating to the following items which are to be ‘ charged 
on the revenues of the Federation * will not be submitted to the 
vote of the Federal Legislatm‘e [Section 33 (3)] : 

(a) The salary and allowances of the Governor-General and 
other expenditure relating to his office for which provision is 
required to be made by an Order in Council. 

(b) Debt cliarges for which the Federation is liable, includ- 
ing intei'est, sinking fund charges and redemption charges, and 
other expenditure relating to the raising of loans and the service 
and redemption of debt. 

(e) The salaries and allowances of ministers, of counsellors, 
of the financial adviser, of the advocate-general, of chief -commis- 
sioners, and of the staff of the financial adviser. 

(d) The® salaries, allowances and pensions payable to or iu 
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respect of judges of the Federal Court, and the pensions payable 
to or ill respect of judges of any High Court, 

0) Expenditure for the purpose of the discharge by the 
(Tovenior-Geiieral of his functions with respect to defence and 
ecclesiastical allairs, his functions with respect to external affairs 
in so far as he is by or under this Act required hi the exercise 
thereof to act in his discretion, his functions in oi* in relation 
to tribal arms, and his functions in relation to the administration 
of any teriitory in iihe direction and control of which he is under 
this Act required to act in his discretion : provided that the sum 
so charged in any year in respect of expenditure on ecclesiastical 
affairs shall not exceed foi’ty-two lakhs of riiiiees, exclusive of 
pension charges. 

(/) The sums payable to His Majesty under this Act out of 
the revenues of the Fedei’atioii in respect of the expenses incurred 
in discharging the functions of the Ci-owii in its relations with 
Indian states. 

(g) Any grants for purposes connected with the administra- 
tion of any areas in a province which are for the time being 
excluded areas. 

(h) Any sums required to satisfy any judgment, decree or 
award of any court or arbitral tribunal. 

(i) Any other expenditure declared by this Act or any Act 
of the Federal Legislature to be so charged. 

There is, however, nothing to prevent the Legislature from 
discussing the estimates for the above items except those coming 
under (a) and (/). Estimates on all votable items will be sub- 
mitted in the form of demands |or grants to the Federal Assembly 
and thereafter to the Council of State and either (.diamber may 
assent or refuse to assent to any demand. When the Federal 
Assembly refuses to assent to any demand, that demand will not 
be submitted to the (^ouncil of State, unles>s the Governor-General 
so directs. If the two Chambers dilfer with respect to any demand, 
there will be a joint sitting to decide the point at issue (Section 34). 
If the Legislature does not assent to a demand for a grant or cuts 
down the amount of the grant, the Governor-General may restore 
it, if in his opinion tlie refusal or reduction would affect the due 
discliarge of any of his special responsibilities (Section 35). The 
schedule of authorised expenditure autlienticated by the Governor- 
General will then be placed before both the Chambers, but will 
not be open to discussion or vote. 

A Bill making provision (a) for imposing or increasing any 
tax, or (b) for regulating the borrowing of money, or (c) for 
declaring any expenditure to be expenditure charged on the 
revenues of the Federation, cannot be introduced or moved except 
on the recommendation of the Governor-General. Further all 
financial Bills must be first introduced in the Federal Assembly 
and not in the Council of State (Section 37). * 
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The procedure to be followed by the Provincial Legislatures 
in financial matters is in most points similar to that described 
above. Where there are two Houses, the upper House (Legisla- 
tive Council) does not vote on demands for grants but discusses 
the budget in general. Certain items, including the salaries and 
allowances of the Governor, Ministers and High Court Judges and 
the expenditure connected with the administration of excluded 
areas, are not votable. The Governor is also empowered to 
authenticate any demand for grant thrown out or cut down by 
the Legislative Assembly, if in his opinion it is essential for the 
discharge of his special responsibilities. But the maintenance of the 
financial stability of a province is not one of tliose s[)ecial respon- 
sibilities. Where there are two Houses, financial Bills must be 
first introduced in the lower House. No such Bill can be intro- 
duced except on the recommendation of the Governor (Sections 
78-82) ; in otlier words such Bills can only be intmduced on the 
responsibility of the Executive.^ 

It will be noticed that the items ‘ charged on the revenues ’ 
are analogous to the payments charged on the Consolidated Fund 
in the United Kingdom, which are not voted annually by Parlia- 
ment. The principal difference is that the ministers’ salai’ies are 
charged on the revenues and therefore non-voted in India. There 
are special reasons for charging this item on the revenues.^ 


^ White Paper, Proposal 95; Jomt Select Committee Report^ vol. I. part I (1934), 


p. 81, 

^ Joint Select Committee Repoit^ loe. cit., p. 82, 
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FBDEEAL FINANCE : AN ESTIMATE 

§1. The Theory of Federal Finance 

Thb theory of federal finance is still in its infancy. Although 
two of the principal federations have been in exist ence for more 
than a hnnclred years, we have not yet acquired sufficient expe- 
rience of the working of federal finance to be able to lay down 
general principles with much certainty. The finances of the exist- 
ing federations were subjected to a very severe strain under the 
new economic conditions that resulted from the Industrial 
Eevolution and the emergence of a world economy. The great 
American Federation began with the theory that the Federal 
Government and the States must have independent sources of 
revenue, each levying taxes in its own right and not drawing on 
the resources of the other. The Federal resources were understood ^ 

to be strictly limited to 'indirect’ taxes; direct taxes were also i 

leviable by the Federal Government, but under Section 2 (3) of the | 

Constitution the proceeds had to be apportioned to the several states i 

according to population. When the financial functions and needs 
of Federation expanded after 1900, federal revenues became in- 
adequate and finally the Sixteenth Amendment was passed in 
1913 empowering Congress to levy and collect direct taxes for 
federal purposes. Further, in* spite of the insistence by the states 
on their financial independence, federal aid has become a common 
feature, as has already been shown. Thus the svstem of complete 
segregation of resources, which the Germans call Trenn.njf^lem 
(separation system) broke down, and a mixed system (Mischsysfem) 
of federal finance bas been grafted on to it. That is to say, both 
the Federal Government and tlie states have certain independent 
resources and in addition both impose separately in their own 
right certain taxes of the same kind (e.g. income-tax, excises). 

The framers of the Canadian and Australian constitutions benefited 
by the experience of the IT.S.A. and adopted a more or less mixed 
system. The mixture, however, is more in evidence in Australia 
than in Canada. A mixed system may be either one of * con- ^ 

currence ’ or one of ' contact ’. In other words, both the Federal 
Government and the states may be allowed to collect the same 
tax, each having its own rates and collecting agency; or one 
Government may collect the tax and distribnta a part of it to the 
other Government as an assignment or in any other form. The 
' concurrent ’ system has been in operation, notably in the U.S.A. I 

and in Australia in regard to income-tax, but has led to 
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conflicting jiiiisdietioiis, and other difficulties, and therefore the 
system now favoiu’ed is that of ‘contact’. The need for an 
independent tax domain for the Federation and the units still 
remains^ but there must in addition be some balancing factors 
which would provide fo3‘ the adequacy and elasticity of resources. 
It has also been found advisable to allot these ‘ balancing ’ taxes 
to the Federal’ Government for legislation and administration , so 
that the rates may be uniform as between the different states. 

It is clear that the system embodied in the Act of 1935 has 
been drawn up in the light of the principles enunciated above. 
The Act of 1919 aimed at the principle of ‘independence’ or 
‘separation of resources’, owing largely to the discredit into 
which the system of ‘divided heads’ had fallen; but as 
this would have produced a permanent deficit in the cent?*ai 
budget, provision had to be made for provincial contributions. 
Experience showed that an ‘ independent ’ system was not likely 
to produce adequate i*esonrces permanently for both parties. With 
a view to making the provincial finances elastic and creating an 
incentive for ihe provinces to co-operate in improving the revenues 
collected by the central Government, it was decided after mature 
deliberation to distribute the yield of certain taxes between ihe 
central Government and the provinces. This is indeed a partial 
return to the system of ‘ divided heads ’ , but it is hoped that it 
will work more satisfactorily, now that it is accompanied by 
provincial autonomy. 

A novel feature that has been added to the system of federal 
finance by the Act of 1935 is that in the case of taxes the pro- 
ceeds of which are to be distributed to the provinces in full, both 
legislation and administraiion ai^ to be vested in the Federal 
Government. This gives the provinces an incentive to nourish 
those revenues, and the Federation will be able to levy surcharges 
in times of need; troublesome conflicts of rates and laws are thus 
avoided. 

In some federations the residual power of taxation is vested 
in the states (as in the U.S.A. and Australia); and in others (e.g. 
Canada) the Federal Government is the residuary legatee. It does 
not follow, however, that where the states have the residual power, 
their resources are greater. The enumerated taxing powers of the 
Federal Government mav be large, as in Australia, and thus the 
residue left to the states may be only a meagre one. The framers 
of the new Indian Constitution have benefited by the experience 
of federations elsewhere, and have carefully delimited the respec- 
tive tax domains of the Federation and the units. They sought 
to introduce an element of elasticity by marking off certain taxes 
for the -joint benefit of both Governments, but wisely vested the 
taxing power in the Federation, Section 104 vests in the 
Governor-General the power to allocate any residual item, but as 
both Governinents have fairly extensive independent fields allotted 
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to them, this residual power stands on a different footing from 
that in ilnstralia and elsewhere. 

Some critics hold that in the new financial system of India 
the Federal authority will be unduly powerful. Some of the 
features mentioned above may seem to justify this criticism, but 
we have remember in this connexion that the whole function 
of defence is vested in the Federal Government; and it is essential 
that that Government should have full discretionary power to 
raise additional revenue in times of emergency. Further, the 
fundamental reason for prescribing that the balancing taxes should 
be levied and collected by the Federal Government is not a desire 
to enhance the power of that Government but the desire to avoid 
the inconveniences which would otherwise result. Where there 
are concurrent powers of taxation, the conflict of federal and 
state laws often leads to considerable litigation. This has been 
the experience of Australia, especially in regard to the income-tax; 
the Eoyal Commission on Australian Taxation (1921) condemned 
the system as unsuitable, and recommended the fedei^alizatioii of 
income-tax. The India Act of 1935 has therefore wisely guarded 
against possibilities of such a clash between the Federation and 
the Units. As will be shown presently, a financially prosperous 
Federal Government is essential for the unity and strength of 
India, and it would have been most injurious if anything like a 
residual power had been granted to the provinces. 


§2. The Needs of the Federal Gommmenf 

Two important assumptions are generally made by those who 
criticize the financial powers vdsted in the Government of India 
by the Acts of 1919 and 1935, namely (1) that the needs of 
the Federal Government are 'stationary or falling and (2) that 
the revenues of that Government are expansive.^ Neither of 
these assumptions is true, so far as one can judge from the existing 
circumstances. 

The needs of the central Government might have remained 
stationary had their functions been confined to external defence 
and internal security, but the Centre will have to perform impor- 
tant functions connected with economic development and social 
welfare. 

In the olden days when transport was slow and economic life 
functioned in narrow spheres, defence was the only large function 
of Federal Governments; but today economic life is functioning 
on a world scale and each country has to maintain a unified and 
co-ordinated economic policy. This is as true of federations as 
of unitary states, and is illustrated by the experience of the United 

Both these assamptiotis were made by the critics of the ‘ Mestoii Settle- 
Simon Commission and varions committees of the Emind 
Table Conferences, ^ 
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States, Canada, Australia and other federations. Tn those coun- 
tries ill spite of the jealous safeguarding of ' states’ rights fedeiBl 
aid and direction have increased in recent times and are likely to 
continue to increase in future. 

In this country the need for federal co-ordination and^ formula- 
tion of policy must be regarded as even more urgent than in 
the other coniltiies mentioned above, because of the powerful 
centrifugal forces resulting from the existence of units which are 
very dissimilai' and from the conflicting interests of various 
economic groups in the land. Tn a heterogeneous country like 
India, the operation of certain uniform economic policies is 
essentia] for oi'derly progress. Further the existence of backward 
tracts and units with inadequate financial resources necessarily 
entails a heavy burden on the Federal Government. The North- 
West Frontier Province, Orissa and Sind will need subventions 
from federal revenues for a long time to come and, having created 
these provinces, the central Govermnent has a duty to give them 
a fail* staid. The poorer of the existing provinces — Assam, Bihar, 
etc. — also have to be helped, as already explained. 

External relations and commerce are the most important 
responsibilities of the central Government. Hitherto India’s 
foreign relations have been largely managed by tlie United 
Kingdom and therefore did not involve any large expenditure, 
but, as India’s political status rises, the expenditure on external 
relations is also bound to increase. Commercial policy has not 
Iworried the Government of India very much till lately, but the 
/|trend of developments abroad and the economic aspirations of the 
people at home have already made a more energetic commercial 
policy necessary. 

Education, public health, agriculture and induRirias are pri- . 
marily provincial subjects, but, if these important nation-building \ 
agencies ai’a to produce the greatest possible benefits in service to I 
the public, suitable policies must be formulated in many respects 
on a more or less all-India basis. Research must provide the basis 
for policy, and research is most effectively carried out under the 
direction of the Federal Government. For successfully launching 
certain policies in which the whole countiy is intei'ested, the 
Federal Govermnent will have to make grants to the provinces. 
In regard to the above social services, therefore, the Federal 
Government wdll have to arrange for research, formulate policies! 
and make grants to the provinces. 

Those who look forward to a i-eduction in central expenditure 
base their hopes on a substantial reduction in military expenditure. ^ 
It is true that the expenditure on defence expanded largely during 
the War. It rose from Rs. 29-84 crores in 1913-14 to Rs. 81*76 

^ See, for instance, the Eeport of the Hartog* Committee (1929), which says 
that the divorce of the Government of India from edneation has been nnfortnnate, 
p. S46, « 
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crores in 19204 (nei'^. But Bince then the expenditure has fallen 
largely. It stood at Es. 55*10 crores in 1929-30, and fell to 
Es. 44*38 crores in 1934-5. It must be remembered that the 
rapid fall in defence expenditure after 1930 was due to the slump 
and to emergency measures of a temporary character; both Sir 
George Schuster and Sir James Giigg warned the Legislature 
that the present figure ‘ could not be regarded as a'^new permanent 
level of defence expenditure’.^ The same opinion was held by 
Sir Eobert Cassels, and was confirmed by the findings of the 
financial expeil, Sir Otio Fiemeyer. It is possible that new ways 
of economizing may be discovered in future, but one fears that 
such savings will be absorbed in greater expenditure on aerial and 
naval defences. As India obtains a higher political status, the 
burden of defence is likely to increase rather than diminish. Nor 
is there any near prospect of general disarmament. The menace 
of war is growing, and our defence expenditure has already gone 
up slightly. 

Taking all the above circumstances into account , one is 
inclined to agree with Sir Otto Niemeyer’s conclusion ‘ that 
expenditure at the Centre cannot be expected consistently with 
safety to decrease much below the point to which it has now been 
reduced b 


§3. The Re'Demies of the Federal Government 

Critics of the ' Meston Settlement’, including the Simoni 
Commission, have held that the revenues of the central Govern- 
ment are expansive. This was perhaps true in the decade 1921-30, 
but it is no longer true, partly# because some of the elastic sources 
have been made divided heads and partly because of important 
changes in the general nature of Indian production and trade. In 
future import duties and revenue from certain Commercial 
Departments (Eailways, Posts and Telegraphs) will be exclusively 
Federal sources of revenue. It is true that these expanded greatly 
between 1921 and 1930, but these are precisely the revenues liable 
to fluctuate with the phases of the trade cycle and are not likely 
to show any marked secular upward trend in future. 

Customs revenue increased from Es. 17 crores in 1914 to 
Ks. 34 crores in 1921-2 and to Es. 50 crores in 1929-30. No doubt 
this was partly due to the increases in rates, but it was also due 
io the expansion of external trade during the period. But though 
between 1930 and 1932 the value of external trade of India fell 
by one-half, the revenue has nevertheless been maintained by the 
imposition of heavy emergency surcharges. When those are 
removed, there will be a dwindling of revenue unless some other 
compensating factor begins to operate in the nfleantime. The fall 
in customs duties has not been due merely to the dislocation of 

^ Budget Statements for 1984-5 and 1985-6.*^ 
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trade resulting from ilie economic depression, but bas been caused 
by the greatly increased production in India of articles which were 
formerly imported. The striking growth in the internal piodiic- 
tioii of cotton piece-goods, sugar, matches, iron and steel, and 
cement lias already been dealt with in Chapter XXA^JTT. The 
steep fall in the customs revenue resulting therefrom has also been 
shown. The most striking case is that of sugar, the customs 
revonne from which fell from Rs. 10*68 ci’ores in 1930-1 to only 
Rs. 44 lakhs in 1936-7. The revenue from the imported cotton 
goods has also laigely declined. Indian produclion is oroviiig fast 
and, although importation may not cease altogether, no large 
revenue from the above items can be expected in future. When 
imports diminish, exports are also hound to fall, and therefore the 
contraction of import revenue may lead to a eonti action in the 
revenue from export duties also. Further, India has to take into 
account the increasing number of import <|uotas and other restric- 
tions in foreign countries. It is true that when some items of 
imports decline others mav increase, but the growing demand in 
India for pi’otection makes the future of the customs revenue 
uncertain. If the country insists on having high all-round protec- 
tion, it must be prepared to sacrifice the bulk of the customs 
revenue and find alternative sources 

There have already been efforts to make up for the loss of 
customs revenue by imposing fresh excises, but it will be some 
time before the central excise revenue expands into a mafor 
source. To raise a large revenue from nascent industries is no 
easy task; further, the new excises may have to be shared between 
the Centre and the provinces. The income-tax yield will certainly 
benefit by increased production in the country, but the Federal 
G-overnment will receive only a portion of it in future. 

The other important Federal source, namely revenue from 
certain Commercial Departments, has largely contracted in recent 
years as shown in the last chapter. Between 1921 and 1929, 
ihe non-tax revenues of the central Government (of which the 
net receipts from the Commercial Departments are the principal 
single item) brought in Rs. 20 crores annually, hut since 1930 
there has been a land-slide. In 1983-4 and 1934-5 these revenues 
came down to about Rs. 6 crores. The principal revenue-yielding 
Commercial Department is the Railway Large revenues accrued 
to the state from this source during and after the War 
and, after the Railway budget was separated from the central 
budget, the annual contribution came to between Rs 5 and 
Rs. 6 crores. But since 1930-1 not even the fixed contribu- 
tion to general revenues has been paid, and a large deficit (Rs. 32 
crores up to 1984-5) has been accumulated. Nor is this merely 
due to the trade depression. It is largely clue to competition from 
road transport and to the reduced demand for imports resulting 
from inereasid home production. When large quantities of rice 
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and jute were exported, and the interior parts of India freely 
absorbed imports of cotton goods from Lancashire and sugar from 
Jaya, the Railways were able to make large profits and contribute 
liberally to the central revenues. But when the exports fell and 
home-produced goods replaced imported goods, the demand for 
railway transport diminished. Internal trade has indeed increased 
and continues to increase, but road motor transport caiTies a good 
part of that trade and this is likely to continue. Railway revenues 
have lately improved slightly, but unless there is a radical 
reorganization, no substantial improvement is likely. 

The Government of India formerly had a large revenue from 
monopolies. Opium brought in Es. 10 crores in 1880 and Es. 9 
crores even in 1910, but it produces hardly half a crore to-day. 
The revenue from salt is considerable at present (Es. 8*18 crores 
in 1935-6) ; but this high figure is due to certain temporary 
influences. A strong political party in the country views this tax 
with disfavour and would like to see it lowered. In view of 
this sword of Damocles hanging over its head, one cannot even 
hope that the revenue from salt will be maintained at its present 
level. ' 

It is possible that some savings may be realised in future 
from debt conversions, but such savings should be used for making 
a more adequate annual contribution for the redemption of debt 
than the present reduced figure of Es. 3 crores, which Sir Otto 
Niemeyer considered inadequate. 

There is no doubt that the increase of industrial production 
and the growing internal trade will increase the yield of the 
income-tax, the new excises, stamps, registration fees, etc. But 
soma of those sources are entij’ely provincial and others are ‘ divided 
heads’.' The provincial Governments’ right to levy sales taxes 
may bo used to the detriment of certain central taxes, and this 
fear has already materialized (vide infra). Judging from certain 
indications, it is possible that the whole trend of economic 
development in future may be in favour of the provinces. When 
economic internationalism flourished, India was linked to it as 
a primary producer and as a steady consumer of sugar, textiles 
and iron goods; but today, with .the growth of economic self- 
sufficiency in most countries, India’s position in the world economy 
is undergoing a radical change. The demand for India’s primary 
products abroad has shrunk; India’s demand for cloth, sugar, 
iron goods and other manufactured goods from outside has also 
greatly diminished. In the days when foreign trade loomed large, 
customs revenue had a wide scope, but now that machinery and 
a few hpurv goods have become the principal imports, the scope 
for levying import duties is naturally very limited. The central 
Government can indeed impose excises, but it will take time and, 
when they increase, the provinces will demand a share of the 
proceeds, Thus while the industrial development of India depends 
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?ery largely on central policy and direction, the increase in tax 
yields clue to industrial progress will partly go to llic provinces. 
The Tariff Acts, which have made the inclustrial development 
possible, may turn out to be ‘self-denying ordinances’ so far as 
the central Government is concerned. 

Thus, altliougli the financial provisions of the Act of 1^36 may 
appear unduly favourable to the Federal Government, those provi- 
sions are in reality essential for enabling it to increase its revenues 
in times of emergency. Such provisions do not weaken the federal 
aspect of the new financial system, and they are absolutely neces- 
sary if the Federation is to fund ion properly. They embody the 
quintessence of the financial experience of many long-established 
federations. 


§4. Subventions and Grants'^ 

As Rlread} shown, the C-Tovernment of India have lately adopted 
the policy of making grants and subventions to the provinces. The 
subventions are given to help the provinces which could not 
reasonably be expected otherwise to balance their budgets, but 
the grants for schemes of rural improvement and road develop- 
ment are intended to enable the provinces to carry out schemes of 
national importance for which they cannot provide adequate funds 
themselves, and they may become a permanent feature of the 
financial system of India. 

Grants and subventions to the uiiits liave been in vogue in 
most federations and it would be wise on our part to benefit by 
them experience. In x4.ustralia, while the Commonwealth has 
adecfiate resources including the exclusive power of customs and 
excise taxation and concurrent powers in direct taxation, the 
revenue of the states is inadequate, and therefore provision has 
been made in the constitution for annual subsidies from the federal 
revenues. Generally these subsidies have been distributed on 
the basis of population. Tlie system of subsidies per head of 
population gave rise to much dissatisfaction among the lass popu- 
lous, but developing states, and the Eoyal Commission on Austra- 
lian Taxation^ condemned it. In 1927 the subsidies per head were 
abolished. A Commission appointed in 1933 inquired into the 
complaints of the discontented states and during the last two 
years subsidies have been distributed according to the recommen- 
dations of this body. 

Judging from the working of federal subsidies and grants in 

^ The ierm * subventions ’ is generally used to mean aids given, without 
strictly specifying the purpose, while grants are made for specific purposes. 

“ ‘ The state, which has the largest population, is most advanced in its develop- 
ment and has, therefore, the fewest problems to solve, will progressively receive 
more and more from the Commonwealth, while states like Western Australia 
with small populations and great developing problems, will fare the woist ’ (Bruce, 
Prime Minister). See B. C. Mills, Economic Record, May 1938, p. 7. See also 
Adarkar, op, cit., ^p. 140-8. 
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Australia and elsewhere it is possible to formulate certain basic 
principles. Generally, it is inadvisable to allow one authority to 
spend the revenue that another has raised. Such a system neces- 
sarily weakens responsibility and encourajges extravagance. But 
subventions may be necessary in the case of units which are 
financially embarrassed owing to special causes, and there is some 
justification for subventions in the case of units which cannot 
normally provide for a minimum standard of social services. Some 
precautions, however, are necessary in granting such subsidies. 
Firstl} , the states seeking assistance must make the utmost eftbrl 
to get over financial embarrassments, as otherwise financial res- 
ponsibility may be impaired. Secondly, such subventions should 
not aim at ecjiializing the scales of expenditure in the different 
units. Several provincial Goveinments in India put forward 
claims for subventions on tlie ground that their expenditure per 
head of population under various heads was much lower than that 
in other provinces, but it is futile to expect absolute equality in 
scales of expenditure between different parts of a sub-continent 
like India. Expenditure standards are bound to vary with econo- 
mic and social conditions. As Sir Otto Niemeyer pointed out, 
‘ in any country of the size of India there must inevitably be 
substantial ditferences in the standard of administrative needs and 
possibilities just as there are in other areas of the same size in 
the resli of the world or, for that matter even in smaller units h 
But a different set of principles must guide the distribution 
of grants. The interests of the whole couiiiry re(]uire that certain 
social services like roads, bridges and public health arrangements 
should be maintained in all parts on a fairly uniform standard, 
and ilierefore the federal auffliority may grant fimds foi* such 
specific purposes, but those funds should be expended in the 
manner appiwecl by that autliority. Such grants are intended to 
supplement provincial (or state) expenditure. Thus, in the 
U.S.A., grants are made to the States in aid of expenditure on 
highways, vocational education, maternity and intaiicy hygiene, 
etc. In most cases there is an obligation on the pari of the states 
to match the ‘ Federal dollar i.e. the state is required to provide 
a sum e(|ual to the grant for the same object. Federal aid has 
lately assumed large proportions in the IJ.S.A.; it rose from 
$12»6 millions in 1915 to $137 millions in 1927. Similar grants 
are made in Canada and Australia alsoG 

The real difficulty about these gi’ants is that they involve 
interference by the Federal Government in the sphere of adminis- 
tration reserved for the units. Even in the United States wdiere 
* states' rights ' are jealously guarded by a free people, the recent 
increase of grants has led to a large extension. of federal control. 
Nonetheless, federal aid is tolerated by all and even welcomed by 


^ Sea Adarkar, op. cit., pp. 73-4, 1214, 133-57 
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some, because it enables the more backward states to raise their 
standard of administration above what they would be able to main- 
tain with their unaided resources.^ The mode of disiiibiitiiig 
these grants has been a matter of controversy in most federations. 
On the whole the jiopulation basis is perhaps the best, bpt when 
the grant is meant foi* a special purpose connected with agricul- 
ture the rural population alone should be taken into account. 

In India grants from the central (roveinment to the provinces 
wei’e an annual feature of the central budget between 1900 and 
1919, but with the introduction of the ]\Iontagu-Chelmsford 
Eeforms there arose a eoimietion tliat, if provincial autonomy was 
to be real, the provinces should not be dependent on the central 
finances, and the practice of giving grants to the provinces ceased 
for some years. To make the provinces dependent on central aid 
for a lei'ge pari of their i-esources wmnkl, no doubt, mean weaken- 
ing their auionom)/ and the incentive to economy, hut in the 
interests ot the liaimonious development of the country it is 
essential that the provinces should be helped in pushing on schemes 
of development in sucli matters as education, public health and 
roads, in which the whole country js interested. It is true that 
the practice of giving such grants under the centralized system 
of government before 1921 w^as not a success, but it should work 
better in a federal system, if suitable pi’ecautions are taken. Prom 
certain statements of Sir James Grigg it is clear that such pre- 
cautions are being taken. If pj'operly employed, fedei'al aid will 
become an adjusting factor of grout utility in the relations between 
the central (Tovernmeni and the units, and will be a most valuable 
agency for ensuring a national minimum of economic welfare to 
the masses in this country. 


^ MacDonald, Federal Aid, p IS. 


CHAPTEE XXXll 

inaugdeation of peoa^noial aotonomy 

§1. The Niemeyer Enqmnj, 1986 

Wb will now proceed to consider the arrangements made for 
implemcntiiiig the Government of India Act of 1935. It \’vas clear 
to Parliament that the success of the Eeforms would depend very 
largely on the financial position of the Governments in India. 
Having regard to the recurring deficits of most of the provincial 
GovernuientB from 1931 and the uncertainties regarding recovery 
from the depression, it was decided that before giving ellect to 
Part III of the Act (Ihnvincial Autonomy), there should }>e an 
expert inquiry into the financial position of the provinces, the 
special assistance required by each, and the time and mode of distri- 
buting the provincial share of the income-tax. In January 1936 
Sir Otto Niemeyer was appointed to conduct this inquiry; after 
making investigations in India, he made his report on 6 April J936. 

Two principal objects were held in view by Sir Otto, namely : 
(1) maintaining the financial stability and credit of the Govern- 
ment of India, and (2) starting the provinces on their autonomous 
careers on ' an even keel He realized at the outset that the 
central revenues were not so expansive as was often assumed, and 
that the central expenditure could not be expected to fall siib- 
staniially. It was therefoi-e not possible for the central Govern- 
ment to make large subventions to the jirovinces; nor were such 
subventions necessary for many of them. Certain provinces were 
financially embarrassed, and it was necessary to improve their 
position so as to give them a fair start when inaugurating provincial 
autonomy. The newly created provinces would obviously need 
help, but the poorer of the older provinces also deserved some 
consideration. 

After taking the financial ‘difficulties into account, relief was 
found necessary for the following provinces to the extent stated : 
Bengal, Eb. 75 lakhs; Bihar, Es. 25 lakhs; Central Provinces, 
Es. 15 lakhs; Assam, Es. 45 lakhs; the North-West Frontier Pro- 
vince, Es, 110 lakhs; Orissa, Es. 50 lakhs; Sind, Es. 105 lakhs; 
the United Provinces, Es. 25 lakhs^ (for five years) thus making 
a total of Es. 4 *50 crores. In addition certain non-recurring grants 
amounting to Es. 24 lakhs (Orissa, Es. 19 lakhs, 8ind, Es. 5 lakhs) 
were also considered necessary. Some of these provinces had 
already received subventions to a total of Es. '2*58 crores in the 

^ Belief to the Uisitea Provinces is due to immediate difficolties and will be 
temporary. 
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budget for J 936-7 (North-West Frontier Province, Es. 1-00 crore, 
Orissa, Es, 60 lakhs, Sind, Es. 1*08 crores). Further provision had 
therefore to bo made to the extent of Rs. J crores for recurring 
grants. In view of the expected loss of about Es. 2*5 crores doe 
to the separation of Burma, the new burden is a lieavy^one for 
the central Government, but an expansion of the central revenues 
maj be expected to make up for this. Further a reserve fund 
of Es. 2 crores was constituted from the estimated surplus of 
1935-6. Thus it was considered that the establishment of Pro- 
vincial xiiitonomy would involve the maintenance of at least the 
present tax-burdens, unless economic conditions improved more 
rapidly than liiiherto. 

Sir Otto recommended that assistance should be given to the 
provinces in three ways : 

1. Cancellation of debt. The net debt^ incurred prior to 
1936 by Bengal, Bihar, Assam, the North-West Frontier Province 
and Orissa and in the case of the Central Pi’ovinccs all pre-1936 
deficit debt plus approximately Es. 2 crores of pre-192] debt was 
to be cancelled. 

2. Distribution of a further 12.^ per cent, of the export tax 
on jute to the jute-growing provinces, thus raising the provincial 
share to 62| per cent, of the estimated gross yield of the duty. 
On the yield in 1936-7 (Es. 3,80 lakhs), the increase in the share 
of the jute-growing provinces will be as follows : Bengal, Es. 42 
lakhs; Bihar, Es. 2 ^ lakhs; Assam, Es. 2J lakhs; Orissa, rather 
over ]Rs. J lakh. Sir Otto, however, did not admit that the jute- 
producing provinces had any special claim to the proceeds of this 
duty. He justified his recommendation not by any such inherent 
right of those provinces, but only otI the ground that they stood in 
need of financial assistance.^ 

3. Annual cash subventions to supplement the other two 
forms of aid: United Provinces (Es. 25 lakhs for 5 years only), 
Assam (Es. 30 lakhs), Orissa (Rs. 40 lakhs), North-West Frontier 
Province (Rs. 100 lakhs, subject to reconsideration after five years), 
and Sind (Es. 105 lakhs to be reduced by stages after ten years). 
Total : Es. 3 crores. 

^ i.e, afier setting ofC certain balances. 

On tbe claims of tbe jute-producing provinces, Sir Otto Niemeyer writes : ‘ In 
my opinion, it is doubtful -whether the argument that the incidence of this parti- 
cular duty falls wholly on the producer can be maintained. No concrete statistical 
proof of this contention has been produced, and even if buch pioof could be pro- 
duced for a specific date, it may be doubted whether it would be valid in all the 
circumstances of a changing market. Further, even if the argument were com- 
pletely sustainable, it would not be conclusive on the question whether or not 
the community as a whole in India was entitled to tap this source of revenue 
as it must in fact tap othoi sources of revenue of unequal provenance among the 
diiferent parts of India. No source of revenue, whether customs, excise or income- 
tax, can in fact in any** country be derived equally from all parts of the country 
alike, rich and poor, industrial and agricultural. In so far as a claim may be 
put forw^ard on the ground that the taxable capacity of Bengal is limited by the 
incidence of this duty, that is a claim not bo much 1o this particular duty as to 
financial assistanea generally.’ (Report, pp. 940.) 

27 
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No subventions were recommended for Madras, Bombay and 
the Punjab, and no part of their debts was cancelled; but Madras 
got an anuual relief of about Rs. 2‘2 lakhs through the separation 
of the Oriya-speaking tracts. The annual relief to Bombay 
through, the separation of Sind amounted to about Rs. 90 lakhs. 
It is true that the budgetary position of these provinces, especially 
Madras, is strong in spite of the depression, but it must be remem- 
bered that in the case of Madras in particular it was by the 
practice of thrift, or even niggardliness, that the province was 
able to keep its budgets balanced. It is a legitimate criticism that 
by treating more generously the provinces that went on borrow- 
ing extravagantly without raising adequate revenue, the central 
Government have penalized thrift and encouraged extravagance. 
It is, however, essential to give everj province a reasonable chance 
of making a real success of provincial autonomy, and so the dead 
wood inherited from the past has to be cut out. The thrifty pro- 
vinces may find some consolation in the hope that in future the 
fruits of their thrift will not be taken away from them. 

Such was the immediate relief which was to accompany 
provincial autonomy. It then remained to consider the ultimate 
relief intended to be given to the provincial finances by distribut- 
ing to the provinces a portion of the proceeds of the income-tax 
under Section 138 (1) of the Act. In view of the rigidity of the 
central expenditure, the decline of important sources of revenue 
like the railway contribution and the loss resulting from the 
separation of Burma, Sir Otto Niemeyer was unable to recommend 
anything more than 50 per cent, as the share of the income-tax 
to be distributed to the provinces. In order to arrive at the pro- 
vincial share of the net proceeds of the income-tax, various 
deductions have to be made from the gross revenues as follows : 

Es. (crores) 


Gross revenue (1936-7 estimate) ... ... 15-7 

After deduding the cost of collection and Burma’s 
share ... ... ... ... ].3-6 

After deducting the corporation tax and the tax col- 
lections in central areas (]-75 crores) about ... 12 

Provincial share about ... ... ... 6 


Under Section 138 (2) (a) of the Act, it was necessary to 
prescribe the period during which a part of the provincial 50 per 
cent, share of the income-tax revenue was to be retained by the 
Federal Government and what that part should be. Sir Otto 
thought that the Centre could be expected to consolidate its 
financial position within a period of five years and therefore 
recommended that the prescribed period be five years. As for the 
part to be retained in each year, he found it difficult to prescribe 
any specific amount, seeing that economic conditions were in a 
state of flux, It seemed to him preferable to base the amounts 
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to be wifclilield on the realization of certain concrete facts~i,e, 
on the extent to which the income-tax revenue progresses and 
on the extent to which the Railways are able to achieve a 
surplus. He thought it was desirable to give both the central 
Crovemment and the provinces an interest in securing the^e results 
and a share ii\ the improvements if and as soon as they were 
achieved. Thus the amount to be retained by the central Govern- 
ment in a year duiing the prescribed period of five years should 
be the whole of the provincial share or the sum required to bring 
the proceeds of the 50 per cent, share of the Centre together with 
the revenue from the Railways up to 13 crores, vdiichever was 
less. 

Under Bection 138 (2} (6), during a second prescribed period 
the Centre shall relinquish to the provinces by equal steps as 
much of the provincial share as it retains in the last year of the 
first period. Sir Otto found it hazardous to look so far into the 
future, but lie thought, it should prove safe to prescribe five years 
as the second prescribed period. Thus within ten years of the 
commencement of Provincial Autonomy, the provinces will come 
to enjoy their full share of the income-tax revenue. However, he 
thought it necessary to add a word of warning to dissuade the 
provinces from mortgaging in advance their prospective additional 
resources. 

Finally, it had to be decided in wdiat manner the provincial 
share of the income-tax revenue should be distributed. The two 
chief bases of division proposed were population and residence. 
Each province favoured the basis that would maximize its own 
dividend. Sir Otto thought that substantial justice would be done 
by fixing the scale of distribution. 

The scale of distribution has been fixed with reference partly 
to the residence of assessees and partly to population, ‘ paying to 
neither factor a rigidly pedantic deference for which the actual 
data provide insufficient justification'. On this basis the percent- 
age quotas of the various provinces were fixed as follows : Madras, 
15; Bombay, 20; Bengal, 20; United Provinces, 15; Punjab, 8; 
Bihar, 10; Central Provinces, 5; Assam, 2; Nortli-West Frontier 
Province, 1; Orissa. 2; and Sind, 2. 

These lecommendationB were accepted by the British Govern- 
ment, and an Order in Council was accordingly issued on 3 July 
1936 (see Appendix E). In the case of Sind and Orissa, certain 
additions were made to the grants proposed for them. 


§2. The BHnamial Settlement with the Provinces 

On 1 April 1937, Provincial Autonomy was inaugurated in the 
eleven provinces of British India. Effect was given to Part III 
of the Government of India Act, which relates to the provinces. 
The government of these provinces thus passed to ministers 
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responsible to popularly elected legislatures. Not only law and order 
but tlie finances of the provinces thus came under the provincial 
Legislatures. That control is almost complete and the few restric- 
tions which still remain in regard to borrowing and certain non- 
votable items (chiefly the salaries and allowances of Governors, 
debt charges s salaries and allowances of the Ministers, High Court 
Judges, and the Advocate-General, and expenditure on the admini- 
stration of ‘excluded areas’) do not materially weaken the financial 
authority of the provincial Legislatures. The responsibility for the 
finances of the province has been completely iransferred to popu- 
larly elected representatives of the people. 

The principal changes that took place in the financial position 
of the provinces on the inauguration of Provincial Autonomy were : 
(1) consolidation of provincial debt, and (2) decentralization of 
provincial balances. Eeference has already been made (ch. xxvi) 
to the Provincial Loans Fund from which, after 1925, advances 
were made to the provinces by the central Government. This 
Fund was financed from public loans, and interest charges to the 
provinces varied according to the rates that the Centre had to pay. 
Even before the Act of 1935, the system disclosed serious defects 
and with the adoption of Provincial Aufeononiy the whole proce- 
dure became inappropriate. On 31 March 1937, tlie Provincial 
Loans Fund was wound up and all provincial debts to the 
Government of India (except those cancelled) were consolidated 
on the terms set forth in the Niemeyer Eeport. That is to say, 
the pre-Autonomy debt of each province was consolidated into a 
single debt carrying a uniform rate of interest. In order that 
repayment should not impose too heavy a burden on the provincial 
budgets, the period of repayment was fixed at 45 years. Certain 
exceptions, however, were found necessary in regard to the Lloyd 
Barrage debt, some loans advanced to tlie Bombay Government 
and Es. 10 crores of pre-1921 debt clue from the Punjab.^ 

At the same time, the balances held by the Government of 
India on account of the various provinces were also transferred 
to them. The central Government had been keeping not only 
the cash balances of the provinces, but their Famine Funds, 
Depreciation Funds, and unspent amounts of the Eoad and Eiiral 
Development Funds and other resources assigned to the provinces 
in the past in advance of requirements. There were also various 
other deposits (such as interest-bearing State Provident Fund 
deposits, interest-free balances of municipal and other local autho- 
rities, departmental and judicial deposits, etc.) which were of an 
intrinsically local nature. These, together with the liabilities 
attached to them, were transferred to the provinces concerned. 
These transfers were effected partly in the form of cash and partly 
as a reduction of debt. From April 1937, every province must 


* speech by ibe Mmnce Member, 27 Febraiby 
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1 maintain a minimum balance with the Eeserve Bank and must 

also have cash in its treasnries. The decentralized balances were 
first utilized for these essential purposes. What reuiained was 
used to write off pari of the debt due from the pimiiiees to the 
Governmeni of India. Sir Otto considered that this ad|ustmeiit 
would mean a budgetary benefit to the provinces. 

^ The practical results of the decentralization of balances and 

consolidation of debt may be made clearer by taking tlic case of 
one province. Before 1 April 1921, the Government of "Hadras 
had incurred capital expenditure to the extent of Es. 8,75 lakhs 
for the construction chiefly of productive and protective irrigation 
works. Out of this amount, Bs. 47 lakhs was debited to the 
Government of Orissa when that Government was constitiitecl on 
1 April 1936, The balance on 31 March 1937 was Es. 8,28 lakhs, 
t Loans had also been advanced to local authorities and cultivators 

ill the province from moneys advanced by the central Government, 
but these were repaid before 1937, Between 1921-2 and 1936-7, 
about Es. 13,53 lakhs was borrowed for the Cauvery-Mettur 
Project and other objects, and of this Es. 7,00 lakhs remained 
f unpaid on 31 March 1937. The amount borrowed for the Cauvery- 

Mettur Project was to be repaid in seventy annual instalments 
(1936-2005), and the amount borrowed for other objects was to be 
I repaid in fifteen annual instalments. Thus the debt position of 

\ Madras on 31 March 1937 was as follows : 


* 

Debt due 
: under the old 
! arrangements j 

Annual payment 
towards interest 
and principal 
m 1937-8 

1. Pre-1921 debt ... 

i 

1 

8,28-19 

1 

1 28-12 (interest 

in perpetuity) 

2. Post-1921 debt : 




Caiwery-Mettur Project ... 

6,10-90 



Other debt ... 

89-37 

7,00 27 

59-56 



Total ... 


15,28-46 

87-67 

1 


The average rate of interest was 3*39 per cent, on the pre-1921 
debt, 4*81 per cent, on the post-1921 debt and 4-04 per cent, on 
the whole debt. 

On 31 March 1937, the deposit balances to the credit of Madras 
(not including the general cash balance which was transferred in 
the form of cash) amounted to Ks. 7,71 lakhs. These balances 
were not handed over to the Madras Government but were adjusted 
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in reduction of the pre-19‘21 debt of Es. 8,28 lakhs, leavino only 
Es. 56-44 lakhs still outstanding on that account. Thus the total 
debt of Madras was reduced to Es. 7,56 lakhs. The average rate 
of interest on this debt was 4-71 per cent. The Government of 
India consolidated the amount into a single debt repayable over 
a period of 45 years, with interest at 4-50 per cent. Madras will 
have the option of redeeming between 1 April 1945 and 15 October 
1946, any part not exceeding one-half of the principl of this 
consolidated debt then outstanding. The whole of it may be 
redeemed between 1 April 3960 and 15 September 1963. The 
annual equated payment lowards the interest and principal of this 
consolidated debt is Es. 39-29 lakhs, payable in half-yearly instal- 
ments (15 September and 15 March). 

The interest payments on account of deposit liabilities trans- 
ferred (see above) amount annually to Es. 16-43 lakhs. 

Thus, as a result of the consolidation of debt and decentraliza- 
tion of balances, the total debt charges for Madras in 1937-8 in 
respect of debt incurred before 1 April 1937 were Es. 53-37 lakhs, 
when they would otherwise have been Es. 87-67 lakhs. The 
annual benefit to the budget from these arrangements will, how- 
ever, gradually diminish till it reaches a very small sum, which 
will be completely offset by the new expenditure for interest on 
floating debt, together with the loss of interest on about Es. 60 
lakhs required to furnish the working cash balances in the 
treasuries of the Province and the minimum balance to be main- 
tained with the Eeserve Bank. 

Autonomy has brought new responsibilities. Till 1 April 1937, 
the Government of India held^all the cash balances in the Public 
Account for British India, and were responsible for ‘ ways and 
means ’ in the course of the year; that is, for arranging that 
the cash balances should be sufficient every day to meet all 
authorized payments and still leave the minimum balance in the 
Eeserve Bank and necessary working balances in the treasuries. 
The provincial Governments operated on this common body of 
cash and were free to overdraw without restriction in the course 
of the year, provided that there was no overdraft on the last 
day of the financial year. Now that the cash balances have been 
separated, the provinces have to keep their own balances with the 
Eeserve Bank and in the treasuries. Bach of them has entered 
into an agreement with the Eeserve Bank, prescribing the mini- 
mum balance to be maintained. For instance, Madras has to 
maintain Es. 40 lakhs with the Eeserve Bank and about Es. 15 
lakhs in the provincial treasuries, and on this no interest will be 
obtained. The provinces now own the cash in the provincial 
treasuries, and must watch their daily credit- balance with the 
Eeserve Bank. This involves making reasonably accurate fore- 
casts of receipts and outgoings from day to day. A temporary 
need for additional resources will be met either by taking ways 
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and means advances from the Reserve Bank up to a prescribed 
maximum or selling in the open market treasury bills repayable 
after a period not exceeding twelve months.'^ The Governments 
of Madras, the United Provinces, the Punjab, the Central Pro- 
vinces and Assam have already sold treasury bills. 


§3. Financing of the New Constitution 

The in trod action of the new Constitution entailed vai'ions addi- 
tioiial charges on and losses to the Government of India, doe partlj 
to provincial autonomy and partly to the separation of Burma. 
The latter may be taken first. 

The general effect of the separation of Burma was a net 

loss under customs revenue, central excises, income-tax and sail, 
estimated at Es. 3,25 lakhs for 1937-8, and a net reduction of 
expenditure estimated at Rs. 92 lakhs, thus involving a net 

loss to the central Government of Es. 2,33 lakhs. On the 

revenue side, the estimated loss came to Rs. 6,61 lakhs, but it was 
partly made up by the annual payment to be made by r>nrma, 
under the Amery Award, namely : (1) the annuity estimated at 
Rs. 2,29 lakhs payable by Burma for the next 45 years in respect 
of the debt and oilier liabilities transferred to it, and (2) Es. 94 
lakhs in respect of Burma’s liability in respect of pensions in 
course of payment on 31 March 1937. This latter was the first 
of a series of annual payments which will diminish gradually 
to zero over a period of 20 years. The annual payment under 
these two items w^as estimated at Rs. 3,23 laklis, but the 

actual amount came to only Es. 3,05 lakhs, and thus the net 
loss on account of the separation of Burma increased to Es. 2,51 
laklis.^ 

The separation of Burma has also led to other adverse results. 
Burma has long enjoyed a favourable balance of trade with the 
rest of the world and this helped to swell the favourable balance 
of India before the separation. An analysis of the trade balances 
for the ten years before separation shows that Burma contributed 
annually about Es, 30 crores on an average to India’s favourable 
balance. In the years 1932-3, 1934-5 and 1935-6, the favourable 
balance was reduced to small figures, and, if Burma is excluded, 
India’s balance was unfavourable to the extent of Rs. 22*6 crores, 
Rs, 8T crores and Es. 3-2 crores respectively. A reduction in 
the favourable balance of trade is bound to affect the exchange 
position adversely, but so long as the Reserve Bank of India con- 
trols the currency and credit of both countries, Burma’s favourable 
balance of trade will help to support the exchange value of the 
# 

^ Summary of the accomit given in the Bndget Memorandum of the 
Government, 193B-9, pp. 23-31. 

® Finance Member's Budget Speech (1937), p. 6; (1938), p. 2; Finance 
Secretary's Memo/andnm (1937), pp. 75-7. 
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Indian currency. In the long run, however, Burma may make 
iiidepencleiit arrangements and India will then have to rely solely 
on her own trade balance for maintaining exchange and managing 
remittance transactions. 

The inauguration of Provincial Autonomy involved additional 
liabilities for the central Government in many ways. Previous to 
1937, half the jute export duty was paid to the provinces export- 
ing jule, and subventions were given to deficit provinces. Under 
the Order in Council of 3 July 1936, additional payments are 
made from the proceeds of the jute export duty, subventions 
to the deficit provinces have increased, and in addition part of the 
debts owed by the provinces has been cancelled (as explained 
already). Further, the interest charges due to the central 
Government have been reduced hj Es. 90 lakhs. The total 
of the additional charges was estimated at Es. 1,85 lakhs, 
but the actual amount for 1937-8 came to Es. 1,98 lakhs. 
These additional charges together with the separation of Burma 
entailed a loss to the central Government of Es. 4,49 lakhs in 
1937-8. 

Under the Niemeyer Award, the provincial share of the net 
divisible revenue under Income-tax (other than corporation tax) 
during the first five years after the introduction of Provincial 
Autonomy was made to depend largely on the Railways obtaining 
a surplus. As they saw no immediate possibility of this, the pro- 
vinces despaired of obtaining any portion of the income-tax revenue 
for some years. However, the position of the Railways improved 
earlier than was anticipated. In the year 1937-8, the net surplus 
of the railway revenues amounted to about Es. 2,83 lakhs. After 
deducting from the income-tax revenue of Es. 13,50 lakhs the 
amounts attributable to the collections in central areas, the tax 
on salaries paid from central revenues and the cost of collection, 
there remained Es. 11,55 lakhs. To this was added the amount 
of the railway surplus and from the combined total was deducted 
Es. 13 crores, and thus the amount distributable to the provinces 
was estimated at Rs. 1,38 lakhs. This was distributed among the 
provinces in the proportions already prescribed. 

The heavy task of financing the new Constitution during a 
very trying period fell on the shoulders of Sir James Grigg. He 
held before himself two principal aims : starting the new provincial 
Governments on an even keel and providing money for rural deve- 
lopment. It must be said to liis credit that he has achieved 
considerable success in regard to both these aims. By a careful 
husbanding of resources, he was able to make substantial grants 
to the backward provinces and to remit a large portion of the 
debt due to the central Government from the needy provinces. 
He also made considerable grants to the provinces for rural deve- 
lopment, All this he did in a period of unexampled economic 
difficulty and financial strain. 
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§4. Pfovineial Autonomy in Operation 

Provincial Aiitonom) lias been in operation for the last two 
years. The antonomoiis provincial Governments have already 
presented three budgets and, allliough it is too early\ to make 
more than a ^preliminary estimate of the results of Provincial 
Autonomy, a general account may be given here of the financial 
measures carried out by them so far Uill April J939). 

The new provincial Governments have shown great activity 
during the first two years of their tenure. Economic amelioration 
has been their chief preoccupation , and this uas particularly 
marked in the province^ where the Congress party came into 
power. Debt and drink were the two principal evils that they 
immediately proceeded to tackle. Measures for the mitigation of 
rural debt had already been initiated in most provinces, and 
positive measures of rural imyirovcment had also been initiated, 
especially in the United Provinces, Bengal and Bombay. With 
the inauguration of Provincial Autonomy, measures of rural uplift 
received a great fillip. Hitherto, debt had been tackled chiefly by 
following the conciliation method which was first instituted by 
the Government of the Central Provinces. With stronger govern- 
menis in office in all the provinces, it was found possible to apply 
more drastic remedies. Madras led the w^ay with a bold scheme 
for the scaling down of agricultural debts and certain other pro- 
vinces followed suit. Not only are the new governments trying 
to eradicate crying evils; they are also endeavouring to promote 
the economic welfare of the masses by positive measures. Thus 
the Government of the United Pravinces launched a comprehensive 
scheme of rural improvement involving the appointment of several 
hundreds of paid rural workers for an intensive uplift campaign. 
A Rural Development Bill is also under contemplation in that 
province. Bombay has adopted a new scheme of rural develop- 
ment by wliich a paid rural worker will be appointed for a compact 
group of villages to assist in the work of panchayats and co- 
operative societies. Madras has passed a comprehensive Public 
Health Act and is proceeding to place rural credit on a secure 
basis. Ill other provinces also, grants have been made for the 
supply of drinking water in the villages, for the improvement of 
public health and for the encouragement of cottage industries. 
Many of the provinces have instituted funds earmarked for certain 
specific purposes connected with rural improvement with a view 
to placing their ameliorative schemes on a firm basis, not subject 
to the vicissitudes to which financial policy is liable in this 
country. Among these efforts at planned expenditure are the rural 
water supply fuUd of Madras, the village development fund 
of Orissa, the special development fund of Bombay and the road 
fund of the United Provinces. Nor are the provinces under non- 
Congress ministries lagging behind. In the Punjab a rural 
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development fund has been instituted, the amount earmarked 
being Es, 61 lakhs, and in Bengal, in spite of finoncial difficulties, 
expenditure on nation-building services has increased. 

In the campaign against drink, however, only the provinces 
under Copgress Governments have taken drastic action. In iicarl\ 
all of them a policy of prohibition has been adopted and in font 
of them it has made real headway. Madras was the first province 
to place a district containing 2| million persons (Salem) undei 
prohibition; Bihar, Bombay, the United Provinces and the Central 
Provinces followed suit. While most of these provinces are push- 
ing on prohibition in rural areas, Bombay lias introduced it in 
the towns, and that province is now proceeding to bring tlie 
populous city of Bombay under prohibition. 

The ameliorative schemes mentioned above did not involve 
very great expenditure, but prohibition is a costly veniure, espe- 
cially in provinces like Madras and Bomba} wliere the excise 
on drink and drugs contributes a large part of the provincial 
revenues. Thus while the provincial excise brought in only Es. 
1-33 crores in 1935-6 in Bengal (population 50 millions), it contri- 
buted Es. 3*33 crores in Bombay (population 20 millions), Es. 4 
crores in Madras (population 46 millions), and Rs. 1 crore in Bihar 
(population 32 millions). It forms roughly 11 per cent, of the total 
provincial revenue in Bengal, 30 per cent, in Bombay, 25 per 
cent, in Madras and 30 per cent, in Bihar. Madras has already 
relinquished a revenue of about Es. 60 lakhs; Bombay gave up 
only Es. 30 lakhs in the first year, but is now proceeding to 
abandon a further Es. 150 lakhs, leaving only Es. 140 lakhs of 
provincial excise revenue. Thns prohibition has made serious 
inroads into the public revenues of these provinces. But the loss 
of revenue is not the only burden on the budget arising from the 
prohibition policy. In many areas much money will have to be 
spent on additional police. It may be that the elimination of the 
use of alcoholic drinks will eventually lead to an increase of econo- 
mic welfare and therefore of taxable capacity, which the provinces 
will ultimately be able to tap, but this will take a fairly long time. 
The immediate result is a large loss of revenue and the prohibition 
policy therefore amounts to a ' self-denying ordinance*. 

Nor is this all. Land revenue, which has so far been the 
mainstay of the provincial fisc, is a highly inelastic source of 
revenue and land cannot be expected to shoulder any more 
burdens. On the other hand, there is a general expectation that 
the revenue burden, at least on the smaller landholders, will be 
reduced. The first act of the new governments in most provinces 
was to give land revenue remissions; in Assam 33 J per cent, of 
the old demand was remitted, and in Madrak a remission of 
Es. 75 lakhs was granted. In Bombay the remissions were 
given only to the smaller landholders, and this is as it should be. 
Thus laud revenue will not be able to bear any added burdens 
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for the piwineial government on the other hand, the revenue 
under this item may even fall 

In these circumstances, the pro\inces found it necessary to 
look foi* aid in other directions. They first turned to retrench- 
ment. There is perhaps some scope for further economj^ in pro- 
vincial expenditure; but it would require a thorough reorganization 
and rationalization of the administrative system. They found this 
difficult, and therefore they turned to a cut in salaiies. There 
again, they found fchomselves unable to modify the salaries and 
allowances of the superior services. All that they could do 
was to cut down the salaries of the provincial and subordinate 
services under their control. Some provinces are trying to gei 
over this difficulty by imposing an emplojmient tax. In other pro- 
vinces, the salary cut is still under contemplation, A graded cut 
ill the salaries of the provincial services w^as proposed in TMadras, 
but eventually it was restricted to a cut in the salaries of new 
entiants and of persons promoted to posts carrying salaries above 
Es, 100 a month, and the resulting savings will accrue only 
gradually. 

As the scope for retrenchment was limited, most provincial 
G-overnments found it necessary to resort to fresh taxation. 
Various taxes have been considered. Succession duties on land 
and taxation of agricultural incomes are now provincial subjects, 
but most provinces seem to fight shy of them. Bombay, Bihar 
and Assam are, however, proposing to tax agricultural incomes. 
The United Provinces Government intends to levy an employ- 
ment fax, Bombay a property tax (confined to Bombay City), and 
Bengal a profession tax. In some provinces taxes on entertain- 
ments, marriages and crossword puzzles are under contemplation, 
hm these are minor items. The most important source proposed 
is the sales tax which has assumed many forms. In Bombay a 
sales tax on tobacco sold in urban areas and on cigarelies had 
already been levied; a sales tax on cloth is now proposed. Madras 
is proceeding to levy a sales tax and a licence duty on lobacco. 
Even before the dawn of autonomy, Bengal had levied a tax on 
the sale of electricity, and a similar tax has since been levied 
in Bombay, Sind and Madras. The Central Provinces and 
Madras, foilov7ed by other provinces, have imposed a sales tax on 
petrol and lubricating oils. Madras has also decided to levy a 
general sales tax (or turn-over tax). 

This brought about a clash between the central Government 
and the provinces. It is true that taxes on the sale of goods form 
one of the sources of revenue allotted to the provincial govern- 
ments under the Government of India Act, 1935, but sales taxes 
tap nearly the same source as excise, which is a central head 
of revenue. When the Central Provinces passed the Sale of 
Motor Spirits and Lubricants Taxation Act, 1938, the central 
Government «made a reference to the Federal Court under 
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Section 233 of the Government of India Act to the legality of 
t,his legislation. The central Government contended that a 
sale.s tax on goods produced in India, ^ at whaiei-er stage i! 
might be levied, came within the scope ol item 45 of the Federal 
Legislati^-e List (excises) and that the provincial legislature could 
not invoke its power under item 48 of the Provincial Legislative 
List (taxes on the sale of goods). The Government of the Central 
Provinces contended that, bj' force of Section 300 of the Act, 
item 45 of the Federal Legislative List must yield place to 
item 48 of the Provincial List. Six other provincial Governments, 
which were then contemplating the introduction of similar taxes, 
suppoiled the case of the Central Provinces Government. It was 
ai'gued on behalf of the provinces that an excise is a tax levied 
immediately on production and at any stage up to the time of 
the first sale but not thereafter. The Government of India, how- 
ever, contended that an excise could be levied at any stage 
including the final sale before consumption, and that the provin- 
cial tax in question was an invasion of item 45 of the Central 
List. In their judgment, the Federal Court unanimously held 
that the Act of the Central Provinces Legislature imposing a 
sales tax on petrol and lubricating oils was not ultra vires. 
Whether this is a final settlement of the matter is not certain, 
but most provinces have proceeded to levy sales taxes in one 
form or another. It is feared that the employment tax proposed 
in the United Provinces will also create similar difficulties, as it 
involves not only the question of concurrent taxation but also the 
special responsibilities of Governors. 

The judgment of the Federal Court has created various 
misgivings. It has established a concurrent power in the 
sphere of internal indmect taxation. No doubt, the Chief Justice 
of the Federal Court has emphasized the need for mutual 
forbearance in this matter, and this on two important grounds. 
He feared that the simultaneous exercise of the Centre’s right to 
levy excises and the provinces’ right to levy sales taxes might 
raise the price of the article taxed to a height at which consump- 
tion would be seriously curtailed. He also reminded the provinces 
that, in the absence of mutual forbearance, the ability of the Centre 
to continue devolutions, and to make new devolutions, to them 
under Section 340 of the Act would be jeopardised. As has 
already been shown, it is essential in the best interests of India 
that the central Government should have adequate revenues. As 
time advances and India’s political status rises, the central Govern- 
ment’s need for resources will naturally increase. Not only the 
growing complexities of defence but also the equally pressing need 
for co-ordinating the nation-building services will add to the 
financial burden of the Centre, especially when the Federation 
comes into being. 


CHAPTEE XXXIIl 


INDTA’B FINANCIAL BYSTEM: RETBOSPECT "aND 

PEOSPEGT 

With the inaii^iirafcioii of Provincial Antonoiny m 1937, India 
entered on a new career. This bronghi to a siiccessfal termi- 
nation the development which had been going on since i860. 
When India emerged from the Sliitiny ol: 1857, the provinces 
were but the local administralions of a highly centralized govern- 
ment and they had no separate finances of their own. This 
relalionship between the central Goveriiinent and the provinces 
was found io be unsatisfactory io both, and step by step the 
financial status of tlte provinces was raised until, in 1919, the 
revenues of the provinces were separated from those of the central 
Government. But financial control was still vested in the 
Secretary of State. Part III of the Government of India Act of 
1935 provides for full Provincial Autonomy, and now that this 
part of the Act has been put into effect, the relation between the 
central Govermnent and the provinces lias become federal. The 
idea of an Indian Federation was conceived as early as 1867, but 
it was then premature.^ The federal system has gradually evolved 
and therefore it is a natural growdh. This evolution has been 
briefly traced in this treatise. In this concluding chapter, we will 
take a retrospective view of the Indian financial system and outline 
its prospects. 

§1. Some Important Features: Conserdatisni 

The predominant characteristic of the Indiaji financial system I 
is its conservatism. Certain general principles of taxaiion were ' 
adopted by the East India Chnipany, following Mughal tradition 
as modified by B]*itish principles, and the groundwork thus laid 
has been maintained intact till j-ecent times, in spite of the great 
changes in the economic circumstances of the country. ‘India is | 
no place for sensational or empirical finance’, said Massey in ^ 
1868. The same opinion was shared by nearly all the great 
statesmen who built up the British administrative system in India 
in the nineteenth century. The idea of imposing an income-tax 
was disapproved for a long lime, and bitter controversies raged 
over it. There was a similar attitude to death duties and other 
direct taxes, which might not fit in well with the social usages 
of the country. No doubt this was partly due to the influence of 


^ See elmpfeers vi and xlL 
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the British tradition of conservative finance, but the position of 
the rulers as outsiders also served as a powerful incentive to con- 
servatism. This explains the Government’s extreme reluctance to 
venture on new experiments in raising revenue. Taxation was 
kept down to the bare minimum required for external defence and 
internal "order. The land revenue was long the mainstay of 
Indian finance and it is significant that the macliinery for land 
revenue collection has also been the agency for preserving law and 
order in the land. 

One result of this conservatism has been the comparatively Jqyi’ 
tax-burden on thT people.” It is customary to show- this by com- 
paring the' revenue per head of population in different countries, 
but this is misleading as it does not take into account the income 
from which it is paid. To weigh tax-burdens is extremely diffi- 
cult. A comparison of the total tax-revenue with national 
income may be more indicative of the burden of taxation, but 
we have no very accurate estimates of national income and it is 
even doubtful if any such estimate can be made for a country like 
India. Further, international comparisons of financial statistics 
are often misleading, as budget heads vary from country to coun- 
try and even the budget year is not uniform for all countries. 
It is, however, possible to make a rough comparison of the financial 
positions of different countries. The following table showing 
what proportion the Government revenue bears to the national 
income in different countries may be helpful : 


National Income and Revenue Burden in a few leading countries 


Conofcry 

Population^ 

(Millions) 

Kevenue 

Millions) 

National” 
jneome 
(£ Millions) 

1 

o Ki 
pi S 

a 2 

Percentage 
of revenue 
io national 
income 

Onlted Kingdom 

46'8 

809 

3,500 

17 5 

23*1 


122*7 

1,250 

10,956 

10 2 

11-5 

France 

41*8 

367 

1,693 

88 

21*7 

0ermany 

66*0 

228 

2,448 

3-5 

9-3 

Italy 

42-2 

176 

972 

42 

18*1 

Australia 

6*6 

74 

650 

t 11-1 

11*4 

Canada 

10-3 

68 

1,219 

66 

5*6 

India (BritisB) 

273-6 

166 

1,203 

0*6 

13‘8 


A comparison of the tax-revenue with the national income may 
give a better indication of the tax-burden than the usual per capita 
estimates, but even this fails to give any clear idea about the real 
burden borne by the different sections of the people. For a proper 

‘ Aoeording to Census, mostly of 1981. 

“ Bstimato by Findlay Shtaas, see Science of Public Finanee-. vol. I. 
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estimate of ilie bEfden of taxation, we liave to take into account 
tlie taxes borne by different classes or economic gioiips of the 
country ; it is possible that, while the burden per head may be 
low as compared to the income per head, the burden borne by 
certain groups may be high and that of others may be low. In 
other ■\\ordb, the incidence of taxation may be unequally distri- 
buted as bet\Aeen the various economic groups, and in so vast a 
country as India such inequalities are difficult to demonstrate. 

Ill order that wc may estimate the burden of taxation on 
different economic groups, we need accurate statistics of the 
income, consumption siandards and general economic conditions 
of the laiious classes of people. Such statistics are not avail- 
able in India. Family budgets of urban working classes have been 
collected in various parts of the country, but they have not been 
made up on a uniform plan; and the accuracy of the budgets 
cannot be said to be of a very high order. There is a real need 
for an inquiry into tlie incidence of taxation in India, and it 
must be done with great care. 

In 1925, the Indian Taxation Enquiry Committee gave some 
attention to the question of incidence and arrived at certain 
general conclusions with reference to the following four classes : 

A. Labouring Classes. — (1) Urban labourers including the 
lower grades of urban artisans. (2) Landless agricultural labourers 
and the lower grades of village artisans. 

B. Landholders. — (3) The small landholder whether ryot or 
tenant. (4) Peasant proprietors with substantial holdings, gene- 
rally in ryotwari areas. (5) Large landholders, generally in 
zamindari areas. 

C. Biisinessmoi. — (6) Petty traders in villages or towns. 

(7) Larger traders, generally in towns, subject to the income-tax. 

(8) Big merchants. 

1). Professional Glasses. — (9) The clerical group, i.e. the 
subordinate ranks of Government services and the lower ranges of 
professional men not subject to the income-tax, (10) Upper pro- 
fessional classes. 

It was estimated that the urban iaboiirers contributed Ks. 8-7-7 
per head to the public revenues, of which Rs. 2-L3-4 went to 
the central and provincial Governments and Es. 5-10-3 to local 
bodies. The contribution to the former was estimated as follows : 
salt 3 as. 5 ps., customs duties on consumption goods 7 as. 6 ps., 
customs duties on production goods 2 as. 9 ps., excise duty on 
kerosene oil 6 ps., excise duty on cotton goods 1 anna 2 ps., 
and excise duty on intoxicants Ee. 1-14. The corresponding 
burden on the landless agricultural labourers was estimated at 
Re. 1-10-11, of which 9 as. 9 ps. went into liquor excise and 
7 as. 6 ps. into customs duties on consumption goods. It was 
not found possible to make similar estimates in regard to the other 
classes of people mentioned above. 
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In the Committee’s opinion, rural labourers bore a lighter tax- 
burden than urban labourers. The small-holder was in a rather 
unenviable condition although not entirely due to taxation, 
but the peasant proprietor with an economic holding was not so 
badly off. The large landholders were even better off. Some 
Jof the Mnded gentry were indeed in adverse circumstances, but 
'' I that was not due to the burden of taxation. The small trading 
‘classes both in the town and in the countryside had only a com- 
paratively light tax burden to bear. The urban traders were 
liable to municipal profession tax, but there was no similar burden 
on village traders. The big merchants had to pay income-tax, but 
the burden of that tax was not so heavy as was being borne by 
their compeers in other countries. The lower professional classes 
had been hit by a rise in the cost of living after the War, but 
the higher professional classes were in about the same position 
as the big merchants. ’■ 

Since 1926 various clianges have taken place in the tax-burdens 
on the different classes. The excise on cotton piecegoods has 
'^been abolished. The rates of the import duties have increased 
and the income-tax rates have gone up. Perhaps the price slump 
of 1930-3 was the most potent influence. On the one hand, the 
burden of all fixed charges, e.g. land revenue, interest payments, 
and rents, has increased. The burden of provincial excises, court 
fees, registration charges, etc., has also increased. On the other 
hand, the prices of most consumption goods have fallen and to 
that extent the burdens of customs duties and excises have become 
lighter. It is true that the advantage of the fall in prices has 
not been fully reaped owing to the imposition of high protective 
duties on articles of common consumption like sugar, cotton piece- 
goods and iron goods, but even so there has been a substantial 
fall in the price of most consumption goods; thus the cost of living 
has fallen and the burden of commodity taxes has become lighter. 
But the incidence of the liquor excise still remains grossly regres- 
sive, and that of land revenue is unduly burdensome on certain 
classes. After the price slump of 1930, this burden became heavier. 
The trading classes in town and country are still let off with rather 
light tax-burdens, especially those not assessed to the income-tax: 
but the smaller landholders (especially those who grow no com- 
mercial crops) are heavily burdened and the remissions I'ecently 
made have not materially lightened that burden. It cannot be 
^ said, however, that India is a country of high taxation. The 
larger incomes in India, whether from land or from business, have 
so far contrib uted a s maller propo rtion to the public fisc than 
.®^[aiJ^m§s^wE^7AsSiriOTCT , 

‘There are stilTlarge accumulations of wealth on which the 
burdens of government rest very lightly ’, and this is greatly due 

^ MepGft <if the InMm Tmathn Enquiry Ommittm, pp,, 
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to tlpj* conseivatjve finaiicial polic> eonsisiently lollowed by the 
( fover 1110 eiii li i t hert ( > . 

One notewortb} feature of out huaiieial system is that, while 
111 &e\e]'al leading eoiintries the revenue from ilireoi taxes ha*:^ 
been iacreabiii^ and that frooi indirect taxes falling, India shows 
^juile a different li'encl. In !91S tlie revenue from indii^t taxes 
arnoimted to ^ per cent, oi the total revenue, but by 1929-30 
it had ri^eu to 64 per cent,, while in the meantime, the revenue 
from direct taxes fell from 47 per cent, to 35*8 per cent. A shift 
from direct to indirect taxation is generalh regarded as increasing 
the burden on the poor, but this may not be quite as true of India, 
seeing that most of the imports which bring in our customs revenue 
are not artiOes of common consumption. Further, in regard to 
iiiaiy\ coinniodities, it is not clear what influence tariffs have on 
prices. The conclusions of the Taxation Eiitiuiry Committee 
quoted abo\e are of doubtful validity, at an\ rate today. On the 
other hand, even '.oine of the direct taxes oi India pi-ess heavih 
on the |)ooi‘. The bulk of the revenue from land — our principal 
direct tax — comes from ^luall landholders cultivating fragmented 
parcels of land, and the great majority of tlie landholders do not 
possess an inconu' assessable to income-tax. That the burdens on 
the poorer 'sections of the community are comparatively heav\ 
in India is fieyond doubt, but it may be conceded that in a country 
where the great majority of people are extremely poor the bulk 
of the revenue must come from such people, whether as dh'ect or 
m indirect taxes. 


The Loir Burde^i of Piiblie D(d>f 

Another result of financial conservatism Jias been the reluctance 
to spend jitnney. Up to 1867 there was compifaSvelT 

ItffB'Tiofrowrng”^ for the purpose of balancing the budget in 
times of war, and even large public works of a highly remunerative 
character were financed from revenue. After 1867, loans came 
to be raised annuall} for capital undertakings, but so strict were the 
canons applied that only works of a highly remunerative characiei 
were deemed fit to be thus financed. Borrowed funds ha^'e gener- 
ally been spent only on railways and irrigation works which were 
expected to yield a normal return on tlu' caffital investocl, and 
other wo'fkh have been financed from revenue. Tims th e,...„prodii c- 
live _Jebt_ has-been increasing., but it has imposed little burden on 
tEi^ tax-payer. The ordinary or unproductive debt gradually 
diminished as a result of various skilful measures, and it practically 
disappeared by J916. The War and tlie budget deficits in the 
years just after Jlie War swelled the unproductive debt, but 
Blackett’s debt redemption scheme brouglit it under control. After 
the War a more liberal borrowing programme was adopted by the 
Government for j’uilway development and the productive del>t 
28 
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increased rather quickly. In spite of this the total public debt of 
India was only Rs. 1,239 crores on 31 March 1935, which is hardly 
six times the total annual revenue of India, central and provincial. 
Rome of the Great Powers are bearing a much larger burden; in 
the United Kingdom the public debt is about 9| time.s the revenue, 
and in Prance it is eight times. In reality the position of India 
is much more favourable than is indicated by th^e proportions: 
while the great bulk of the debt in other countries is un- 
productive, only about 20 per cent, of India’s public debt can be 
placed in that category. As much as 80 per cent, of the debt 
is covered by interest-yielding assets or is money lent to provinces 
or Indian states. Of the balance, which is about^ Rs. 260 crores, 
a considerable part is covered by tangible assets like public build- 
ings and other properties. Hardly any other country in the world 
can claim such a favourable debt position, and this is the result 
of the Government’s perpetual caution. A comparison of the 
figures for India witli those for some other countries will show 
what a great advantage India has in this respect. 

The Public Debt of Different Countries^ 


Country 

Year 

Total debt 
(000.000’a) 

Debt as a 
multiple of 
revenue 

Debt charge.^ 
(000,000’b) 

Debt charges 
as percentage 
of total 
expenditure 

Debt 
per head 
(in jei 

United Kingdom 1 

1 

1936 : 

7,901-6 

9*4 I 

294*0 

26*6 1 

170-45 

(4). 







United States^ 

1936 

33,545*4 

8*2 

1,239-5 

14-0 

56*21 

(Dollar). 



8-2 




France (Franc). 

1935 

3,33,142*7 

2*1 

10,959*1 

27*2 

64 11 

Germany (Beichs- 1 

1934 

12,407*1 

5*8 

576-3 

9-2 

9-20 

mark). 







Italy (Lira). i 

1936 

t 1,08,636*6 

3*9 

5,966*7 

29*5 

27-88 

Japan (Yen). 

1934 

8,682-6 

11*8 

505-5 

33-4 

13-04 

Australia (i). 

1936 

1 1,255'8 

9-2 

44-9 

42-3 

188-08 

Canada (Dollar). ' 

1936 

1 3,431*9 

0-3 

140-3 

37*0 

68*05 

U.S.S.B. (Bouble) 

1933 

13,956-9 

5*8 

1,702*1 

4*8 

3-20 

India (Bs.), 

1936 

i 12,098*0 


155-i 

7*4 

3-32 


As will be clear from the above table, the interest charges 
on our public debt are lighter than in the case of most other 
countries. In fact, the income from the commercial departments 
and other interest-yielding assets is sufficient to pay the whole 
of the interest on our total public debt. The interest charges on 
ordinary debt increased during and after the War, but by 
careful management and by successful conversion operations, the 
charges have since been reduced, thanks to the sound policy pur- 

twm the Statistical Yeai Book of the League of Nations, 1936-7, 
(The figtweia for iHdia are from the Statistical Abstract for India, im.) 
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sued in the last few years by Sir George Schoster and Sir James 
Giigg. It iniist have been rather hard to follow such an orthodox 
polic> in a time of depression, bnt the results are most encourag- 
ing. The credit ui India stands higli and not only the Centre 
but the provinceb are able to borrow at low rates of intepst. The 
provinces are^ow entitled to borrow on their own account; most 
provinces have used the right carefully, and have not piled up 
debt for unproductive purposes. 

S3. Inadequale Expenditure on Social Senncss 

A third result of the Government’s conservative financial policy 
IS the coniparaiwely^Iow lev^lST expenditure on social services, 
iris true, as has been shown already in Chapter I/ihai lhe“pro- 
portion of expenditure on the security sei vices has been diminish- 
ing whilst that on social welfare has been increasing, but it cannot 
be said that the increase in the proportion spent on the latter has 
been so great as to adjust the balance properly between the tw^o 
classes of expenditure. The proportion of defence charges to total 
expenditure is still high in India as compared with most other 
countries and that of social w^elfare charges low. In the following 
.table, an attempt is made, with the imperfect material at our 
|| disposal, to indicate the incidence of the expenditures on defence 
land on social welfare services (including education), in various 
countries in the year 1933-4.^ 

Expenditure on Defence and Social Services in Different 
Countries* (1953-4) 


' 

Count r) 

3 

t3 o 

^ o' 

E- tp io 

Expenditure 
on defence 
(000,000^8) 

a, “ 

S' S 

SS3 a 
fS'S i 

Per 

head 

Expenditure 
on Social 
Welfare 
(ineluding 
education) 
(000,000%) 

Percentage 
of total 
expenditure 

Per he 

United Kingdom 

778 

107 

18*8 

Bs. as. ps. 
30 12 8 

1 

201*8 

25*9 

Rs. as. 
.57 15 

w. 











France (Franc). 

49,883 

10,192 

20*4 ; 

*26 

2 

1 


6,620 

18*3 

16 14 

Germany (Beirbs- 

6,189 

749 

12*0 i 

7 

5 

t 


1,372 

2*2*2 

LS 9 

mark). 










Australia (M), 

64'7 

22*6 

34*9 

45 

1 

0 


11*3 

17*5 

22 S 

Canada (Dollar). { 

148*5 

lS*i 

3*0 

3 

9 

7 


49*7 

11-1 

13 3 

India (Rs.). 

2A1S 

1 442 ' 

21*5 

1 

10 

1 

i 

17*5 

8*5 

0 10 


Thus India spends a larger percentage of its revenue than 
most other coiinfries on defence, although the burden per head 

^ Compiled oRieliy from Pnhlic Finance, 1928-37, (League o£ Hatioas) Geneva 


FEDEEAL FINANCE IN INDIA 


435 

is mncli lower here. On the other hand, the expenditure on social 
services in India is a smaller percentage of total expenditure than 
in other countries, and the expenditure per head on such services 
is extremely small. Nor is this the whole picture; for. in many 
of the countries mentioned, large amounts are also spent by local 
bodies on* social services. Especially in regard to e_^ucation, local 
expenditure is a very important factor in most countries. This is 
not so in India; here local expenditure on social services forms only 
a small proportion of the total expenditure on those services. The 
brunt of the burden in India is borne by the central and the 
provincial Governments. 

It is not necessary to resort to any statistical comparisons to 
see that the expenditure in India on the social and economic 
services — education, public health, agriculture, poor relief etc. — is 
altogether inadequate. The appalling facts of illiteracy and ill- 
health stare one in the face wherever one may turn. After nearly 
a century of state effort in education, only about 1\ per cent, of 
the population are literate. The death-rate is 25 per thousand, 
and the average expectation of life at birth is 26 years. In hardly 
any other country is infantile mortality so teixibly high as in 
India, 187 jjer thousand births. The toll of plague, cholera and 
small-pox is still heavy, and housing conditions in villages as well 
as towns are really shocking. A large number of people in the 
country are still far below the poverty line and have not the 
wherewithal for a bare subsistence. According to Sir 'John 
Megaw, formerly Public Health Commissionei- with the Govern- 
ment of India, ‘ taking India as a wdiole the dispensary doctors, 
regard 39 per cent, of the people as being well nourished, 41 per 
cent, poorly nourished and 20 |3er cent, very badl}’ nourished’. 
The condition of town labourers is not much better than that of 
rural labourers. A large proportion of them are under-nourished 
and badly housed. State action has so far touched only the bare 
fringe of social welfare. 

§4. 'Need for a New Economic Policy 

It cannot be denied that the main emphasis of the Indian 
financial system has hitherto been on the provision of funds for 
external defence and internal security. It is true that, largely 
from a desire to avert the horrors of famine and partly under the 
influence of new economic ideas, irrigation works "have been 
carried out, roads and bridges have been constructed, and improve- 
ments in agricultural methods have been attempted and efforts 
have been made to increase literacy and improve public health; 
certainly, these efforts have gathered momentum since 1920. But 
progress has been far too slow and the i-esults have not been 
very satisfactory so far. No doubt, the Government’s efforts have 
greatly benefited the urban population, especially Ijusiness raeii 
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and professional classes, but the agricultiii’al population are still 
steeped in ignorance and poverty. 

The world economic crisis of 1930 gave a rude sliock to the 
laissez-faire policy of the Grovernment, and both the Centre and the 
provinces became keenly interested in counteracting the ^effects of 
the depressiojrw After the arrival of the Maitpiess of Linlithgow 
as Viceroy, these efforts have gained nioinenkim. Sir James Grigg 
also took great interest in this mutter, and the grants made b}?" 
him for rural development were timely. With the inauguration 
of Provincial Autonomy, economic uplift has become the prime 
concern of (xovermaents in India. As already shown, the pro- 
\incial Cfoveriuiients are giving a great deal of attention to the 
development services. The problem, however, is extremely com- 
plex and progress is bound lo be slow. The following table gives 
statistics of the expenditure of the provincial (rovernments on tlie 
principal development service;^ (education, medical and piublic 
health, agriculture and veterinary, indiikries, co-openition and 
scientific departments) in the years 1937-1^ (accounts) and 1939-40 
(budget). 

ExpeiuUiure on nation-huiUh'ng ser rices in fJir Pr(nnneps 
in and WdU-W 




e 

.2 ^ 
liS CO 

O ^ 
cu--* 
p 

I. 

rO CO 
e 35 

Ol r~4 

- 

3 

Percentage 
of total 
expenditure 

go 

.-s o 
-r! so hi, 

Cj rH 1 " 

S'sS 

1 A e 

OT cS 

is +2 ’..S 
a o 

— ^ JU 

Percentage 
increase or 
decrease 

9 *3 

Si ^ .2 

■'S '=1-3 ^ 

<u , S<co 
&i Si 2 os 



millions 

(lakhs) 

% 

(lakhs) 

% 


Es. 

Madras 


44-5 

4,52 

30-12 

4,67 

28-6.5 

+3*3 

1,049 

Bombay 


18*0 

2,51 

20*75 

3,29 

25*65 

+29-6 

1,828 

Bengaf 

««. j 

[ 50*1 

2,65 

22-37 

3,35 

22*94 

+26*4 

669 

United 

Provinces 

484 

3,16 

25-72 

3,99 

29*20 

+26-6 

824 

Pnnjab 

*.« i 

*23-0 

3,09 I 

26-98 

3,44 

28*83 

+11-8 

1,458 

Central 

Provinces | 


95 

20-44 

J,02 

21-18 

474 

658 

Bihar 


324 

1,31 

27-23 

1,49 

28*39 

+13-8 

460 

Oris&a 

j 

*•» 1 

8*3 

42 

21-30 

47 

23*49 

+11-8 

566 

AssaHs 

! 

8-6 1 

69 

Q-t-SS 

73 

24*49 

+5-8 

849 

Sind 

t 

3-9 

50 

1 14-21 

55 

! 14*64 

”-|-9*b 

1,410 

N.-W.F. 

,1’. ... 1 

2*4 


i 10-84 

1 

S 40 

1 21*75 

4*14-5 

3,667 


It is clear that the expansion of the nation-building services 
has not been phenooienal. It is possible that the rationalization 
of existing services may even curtail expenditure in the first 
instance. But a vigorous campaign for economic uplift is expected 
from the autonomous provincial Governments. The essential 
preliminary for such a campaign is the formulation of suitable 
plans. 

This is not the place to elaborate an economic plan for India. 
In my view** the main ob|eetive of economic policy in India must 
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be the raising of the standard of living of the people, and this can 
only be done by an effective campaign against ignorance, dirt, 
debt and disease', which are the principal causes of India's poverty. 
The common people in the country toda> have only a uiiser- 
able existence, since they lack most of the amenities which make 
life wortB living. Although a multiplication of wa^its is not the 
prime essential for a higher standard of living, an increase of mate- 
rial comforts is bound to follow an improvement in the quality of 
life. With the present standard of living the demand for con- 
sumable commodities is extremely limited, and there are obviously 
rigid limits to industrial expansion in a country which eonsiirnes 
only 15 yards of cloth and not more than 20 lb. of sugar per 
head per annum. But with a rising standard of living, indusln 
will have great scope for development, employment of all kinds 
will increase, the national income will expand, and the G-overn- 
ment revenue will rise to a much higher level. Nor will the 
results be confined to India. Even a moderate rise in India's 
standard of living would enable her to take a mu(*h larger share 
in international trade, and this would be a distinct contribution 
towards solving the economic problems of Europe and America. 

A change for the better in India's economic life has become 
essential, even for security. Hitherto the masses have been in 
a state of placid, pathetic contentment; but ]atel> they have been 
awakening from their slumbers and ai'e anxious for an improve- 
ment in their material conditions. If their aspirations are met 
in time, India’s economic life can be impiwed, the Indian will 
become a more efficient worker and a better citizen, and this 
country will become a helpful partner in world economy. If these 
aspirations are neglected, undeSirable consequences may follow. 
Economic unrest has too often led to political troubles. * (Treat 
economic and social forces ' wrote Morlev, ' flow with tidal sweep 
over communities only half conscious of that which is befalling 
them. Wise statesmen are those who foresee wdiat time is thus 
bringing and try to shape institutions and to mould men's thought 
in accordance with the change that is saliently surrounding them/ 
Such opportunities do not come often in the history of nations. 
The well-known lines of Shakespeare are apposite : 

' There is a tide in the affairs of men, 

Which, taken at the flood, leads on to fortune: 

Omitted, all the voyage of their life 
Is bound in shallows and in miseries. 

On such a full sea are we now afloat: 

And we must take the current when it serves, 

Or lose our ventures/ 

Similarly also in the affairs of nations. Hence the urgent need 

for detisiiig a suitable economic policy and putting new life into 

the Oovernpi^iit^s social and economic services, ^ 
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Our whole aclministraiiTe activity mu^f therefore be directed to 
t]ie central aiin of raising the standard of living of the masses. 
Hitherto the social utility services have been mere ornaments on 
the adminislraiive edifice; in future they must become the super- 
structure. This may involve an expansion of these services; in 
some eases, ^ ]*eorganization may be sufficient to increase the 
efficiency and usefulness of their work. In many cases, the 
creation and stimulation of voluntary effort would be the proper 
step. It is certain that expenditure on the development services 
must greatly increase, at least for a time. The improvement of 
oor agriculture and marketing, the cleaning-up of oor villages, the 
eradication of malaria and other diseases and the regular supply 
of water both for drinking and for crops — all these call for more 
intense actiAutv on the part of Government. The task is indeed 
a colossal one. 

At the same time, we must gnard against tlie Slate doing too 
much. Stable social improvement can only come from the work 
of voluntary agencies and the operation of a strong public opinion. 
All that the State must do is to remove hindrances to economic 
progress and to prevent tlie exploitation of the w^eak by the 
uianv powerful intermediaries that abound in the economic system 
of the country. In our present circumstances, benevolent State 
action is necessary and it must be strong and undaunted by the 
opposition of vested inlerests. With the spread of education, the 
common people will become better able to look after their 
own interests, and the sphere of voluntary organizations will 
increase. 

The execution of a vigorous economic policy may involve 
additional expenditure, but a large part of this can be obtained 
bv rationalizing the existing administrative machinery. The 
departmental system of British India has grown up in a haphazard 
manner. Time after time the various departments were reorgan- 
ized, especially during the prosperous years early in the century 
when heavy budget surpluses were common; and reorganization 
generally meant large additions to establishment. Thus the 
expenditure on police, judiciary and other security services 
expanded greatly. The importance of law and order must not be 
under-estimated, but there is no doubt that its cost in India is 
unduly heavjn The system of judicial administration is based on 
exotic methods and principles, and some of the ablest administra- 
tors of the country have considered it unsuitable and wasteful. 
It has increased litigiousness, aggfi'avated indebtedness and has 
contributed not a little to the decay of our village autonomy, A 
radical simplification of the legal and judicial system is urgently 
needed, and this will greatly reduce expenditure also. Even in 
the nation-building services, there is room for rationalization and 
although the work of these serviees must greatly expand, they 
can be made to carry out more intensive wmrk without a great 
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increase m co'.t. Tbe (lepartments of a| 4 ricnltore, industries, 
eo-operatioii and labour are all engaoed in tlie economic uplift 
of the people and if ibeii* work is to be efl:ecti\e, Ote} luiist fiinetion 
in intimate co-orclmaiion, and perhaps ibis co-oidiiiatioii can be 
best secii|;ed b^ linkini> them up again with (4eueral Administra- 
tion. Such a reorganization should not only {‘edue**^ cost hot also 
increase the efticiciic} ot the agencies that are engaged in the 
work of economic uplift. 


S5. Reorganiz((U(ni of the Tae-^yslnn 

It is clear from the foregoing that the fiscal needs of liie Suti* 
in India are not likely to fall in the near future ; on the oihei 
hand, there is cveiy indication that more revenue will be 
required to meet the cost of the ameliorative activities that the 
provincial Governments have recently laiinelied. Theiefore fiesh 
taxes will have to be levied, and the old taxes must be ncmrished 
so as to yield more revenue. But this polic} must be so applied 
as to rectify tbe inequalities in incidence of the existing taxes, 
The fresh taxes levied should be utilised partl\ loi rcplm-ing old 
ones which are at present nndiih burdensome to certain gioops 
in the community. 

As has been explained above, the present ta\-s\stein ul India 
contains many inequalities and ineijiiities. Althougfi the average 
tax-burden in India is not heavy, the brunt of it falls too heavil) 
on certain classes, e.g. the smaller landholders and labourers, and 
ioo lightly on others, e.g. the larger landholders, busine'^s men and 
the urban middle classes generalh. The fullovinu points are 
noteworthy: G) the comparatively heavy burdens on land and 
light burdens on industry and business; (2) the high import duties 
which prevent a fall in the cost of living; (3) the inequalities ol 
incidence on the different classes of lanclliuklejs; and (4) the 
regressive nature of the provincial excises. Some reforms in these 
^matters have lately been carried out or are under contemplation. 
/The Income Tax Amendment Act (1939) has remmed the prin- 
cipal defects of the Indian income-tax system, and this, togethei 
with the imposition of death duties lately imdei consideration, will 
greatly rectify the inequalities of burden between different capi- 
talist groups. The reform of ilie import tariff nia} soon be taken 
up by the central Government, and it is expected that the 
Economic Adviser wdll help in this work. As for the land 
revenue system, a leorganization of it is being considered by the 
provincial Governments. The adoption of a |wlic> of prohibition 
in the provinces may remove the burdens hitherto laid by liquor 
excise on labouring classes, and care should be taken that the 
taxes which replace the liquor excise are less regressive in their 
incidence. 
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J neome-Taj 

The need foi tighteniEg up ilie iiicoiiie-tax regulaiion^ and 
iiopioving the iiiaciiinen tor coUectioii iias been felt for iiiany 
■\earh, but the efforts made fiom time to time were not xeiw 
siiceebsfiil. Til ^spite of tlu^ Amendment Act of 1930, mueii eva- 
sion and ' lenal avoidance ncs'o siill piactised. Iminidiciud^ atiei 
his airival, Hit Janies Gngn \\as inijiressed with tlic mod for a 
rlioruiighgoing reform of the system, and an expert (^omniiitee ot 
three was appointed in 1986 to go into tins nmttei. Two of the 
members were poisons with long cx])erience m the offiei' of the 
Board ol Inland Revenue in London The (’ommittee in tlieii 
Report suggested various measiiies foi steepening the progi’ession 
and making the eolleciion moie efficient and thus iiici easing the 
leveiiiie fioin ineome-tax viihcmt ,tdding to (he buiden on the 
mvat majonti of the ta\-pa\ms Legislation on ihe'-e lines wj'- 
eairied out in 193H-9 The iollovmn aie the pimmpal (diannes 
introduced 

fl) The T'>f(fb ' system , — Under the old sistem, all mcomes 
between Os. and 5,000 paid 6 pies in tlie rupee and incomes 

between Rs. 5,000 and 10,000 paid 9 pies, and so on. Tliis is 
called the ‘step’ s\-,iem, because the peicenOii'e of income taken 
away by the income-tax uses shaiply b\ steps from one figure to 
another (from 0 to G pies, irom 0 pies to 9 pies, etc.). Under 
the ‘ slab ' system that is now mtioduced, the percentage moves 
up not 1>\ juiiijis but smoothly, e<ieli extm rupee of income push- 
ing the peieentage up vcr\ slightly. Evidently this is more 
eijidtable. The fixing of the rates je^ts witli the central Govern- 
ment and llieir pioper place is the annual Finance Bill. The 
general result is that income', up to Rs. 8,000 will pa\ less, wliilsi 
of incomes between Rs. 8,000 and 32,000 some will pa\ less and 
mme moiv towing to the leplacement of the series of laige lumps 
by a stead} risco and mcouies aho^e Rs. 32,000 will all pa} 
more tax. Ot the 3, 78,000 pei'sons in 1986 liable to assessment, 
over 8,00,000 have incomes helow^ Rs. 7,500, and onh about 
4.200 persons have incomes above Rs. 82,O0tC^ 

(2) Aecriial Bursis. — Under clause 4, assessees will be divided 
into three distinct classes : oo persons not lesident in British 
India; (b) persons resident, but not ordmanh resident, m British 
India; and (c) persons resident and ordinarily resident in British 
Inriia. 


(ri) A non-resident is charged on all income accruing, arising 
or received in Brit is] i India, and not on income arising 
abroad, whether or not he remits the income to British 
India, but the rate of assessment will be on the ' total 
world income ’ basis. 

^ MepofI of the Central Board of Bevenue, W364, 83. 
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(b) A pemm re-udent, but not ordijiai-ily resident, pays tax 
on tbe Fsanie income «'is a non-resident, and also on 
(i) income arising- from a business controlled in India 
(including Indian states), and (ii) any otlier income 
^ arisiiig abroad, if it is brougbi into Briiisli India. 

(e) A person resident and ordinarily resident in Briti^h 
India pays on tbe same classes of income as a person 
resident but not ordinarily resident, and also on income 
arising abroad tlioush not brought into British India to 
the extent that it exceeds Bs. 4,500. 

(3) More stringent provision has also been made foi the 
filing of returns and production of accounts. "Pormerly, a person 
was not liable to pay income-tax unless a notice w'as serred on 
him by an income tax officer to make a return. It was tlierefoi'e 
possible for persons with large incomes to ayoid tax altogether, if 
they escaped the notice of tlie income-tax officer. Even after the 
officer did find out such u person, he could only assess him foi* 
the current year and the immediately preceding yeaiy and no 
penalty was imposed for not paying tax in previous years. Under 
the Act as amended (Section 22), the income-tax officer will 
publish general notices in the press calling upon every person 
within his jurisdiction to make a return of his total income, if 
that income exceeded Es. 2,000 in the previous year. From now 
it will not be open to any one to claim that, as he lias not received 
an individual notice, he is not liable to pay the tax. Moreover, 
failure to make a return or to make it wuthin the time allow'ed or 
to produce accounts, without reasonable cause, will invohe a 
penalty of up to 1-J times the tax payable, or was about to be 
avoided. Even more important is the provision in the new Act 
giving the right to the income-tax officer to reopen assessments foi* 
the previous four years; if the officer is convinced that there has 
been concealment of income, he can reopen assessments for the 
previous eight years. But this power is not to have retrospective 
effect : i.e. it will not be used in respect of income assessable 
prior to 1938-9. 

(4) Other important changes are : (a) Leave salary drawn in 

England is not now^ exempt and salary due becomes income anti 
not salary drawn, (h) Hitherto, administrative work and appel- 
late work were both done by the same Assistant Commissioner; 
from now the appellate work will be done by special Assistant 
Commissioners who will be under the direct control of the Central 
Board of Eevenue (Section 5). (c) In the case of a regislered 

firm, no assessment shall be made on the firm as such, but each 
partner ^shall be assessed separately, bis share of income from tlje 
firm being incorporated in his assessment; bui if the firm is not 
registered, the income-tax officer shall assess the firm as such or 
the partners individually, whichever method is more advantageous 
to the revenue [Section 23 (5)]. 
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The new scale of rates was annonnced in the Finaiiee Act 
of March 1939.^ As incomes below 8.000 will pay less tax 
from now, there will be a decrease under the tax on individiiuls, 
amomilirip to about E'^. 93 lakhs in 1039-40. Under super-tax, 
on the oilier hand, an incu'ease of Rs. 1,17 lakhs is expected. 

The exeiiipijcm limit (Rs. 50,000) for companies’ super-tax is 
abolished, and therefore an increase of R^. 5*2 lakhs is expected 
under that head. Tlie combined effect of all these clianges is 
expected to be an increase of about Rs. 1 ,31 lakhs for the year 
1939-40. Of this, Rs. 21 lakhs is under the Corporation Tax. 
This may appear a modest sum considering the large expectations 
raised, but greater improvement is likely in future years, chiefly 
by the elimination of evasion. 

Succession Duties 

The question of levying succession duties was considered as 
early as 1859, wdien the Government of India were hard pressed 
to balance the liiidget after the Great Mutiny, and it w^as dis- 
cussed several times in Jatei* years, but various ob]‘ections raised 
have stood in the wiqy. Tlie proceeds of succession duties go to 
the provinces under the new Act, but the administration and 
collection of these duties (except on agricultural land) is vested 
in the centi’al Government, who are also given the power to 
levy surcharges on these duties. In 1938, tlie Government of 
India circularimi the p>ro\iucial Goxernmeids asking for their 
views on the proposal to levy succession duties, and Sir Alan 
Lloj'd went round to confer with these various governments; but 
most of them expressed disapprova-l or opposed the proposal on 
one ground or anothei*. Tlie objections usnallx urged against the 
levy are : (11 that the valuation of goods and chattels is difficult, 


^ Rates oj Ineome-Tav Based on thi Slab System as Entered hi the 
Finatne Act, 

4. Tndh'idimls, UuregUfe red Firnu, Hmdit Vndivided Families and 

tsf,offafions of peisons {other than Companies), 

Bh. Rare 

First * , ... ... 1,500 of tola! income Nil 

Next ... ... ... 3,500 „ ,, M pies in the rupee, 

n ... ... ... 5,000 ,, ,, i aiiiiu 3 pies in the rupee. 

„ ... ... ... 5,000 ,, ,, *2 aimas ia the rupee. 

Balance ul inc'ome ... ... 2 annas 0 pie^ i]i the rupee. 

No lax is pa} able on meomes not exceed int> Ew. 2,000. Income-tax on incomes 

in excess of Bs. 2,000 is restricted to half the excess of the income above 

Hs, 2,000. 

B. Hate for Compailies — 2 annas 0 pies in the. rupee. 

Bupef4aa^. In the case of individuals, super-tax will be levied on incomes 

above Bs. 25,000, at rates ranging between 1 anna to 7 annas in the rupee. 

An income of Bs. 1 laMi will pay 22 pies in the rupee. The rate of super-tax 

on companies is F anna in the rupee on the whole income (no exempted slab), 
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(2) tlial the babii of iiire'^tment is in its LiifancT, ^ (‘-3^ iliat theiv 
are no reliable figures of trading iiieomes on -wldeli the eaiiiuil 
value ot* business coiieernN eonld be based, and tliat llie law 
of Mitabshara joinl-famil} introduces coniplications wliicli oani I 
be siiriyounted.^ ]\Iosi of tbcse o]>]ectioiis liave recnnih losi 
much of their force. The difficulties connect ecL. with the joiiit- 
famii} system are no doubt real, but they are not insiipeiable, as 
the Taxation Enquire Committee has shown/ 

Home of the provincial Cfovermnents lateh expressed tJie 
opinion that succession duties cannot be levied pending the e-tu- 
blishmeiit oi popular covet mueni at the Centre. This arguiiiejii 
is not very convincing, seeing that the autonomous proTioeia! 
governments full\ msponsible to the people are themselves un- 
willing to commit themselves to a democratic tax like tliis, in 
spite of their heavy financial needs. The siiccesbiun duty is b}" 
no means a communistic measure and is fully justified In the 
regressive burden of many taxes that are iiow'^ levied or are 
under conteniplatiom The objections to succession duties can be 
largely removed if an untaxed mininuiin is pi escribed and if 
fuinciple of progression is ajiplied in ]'eN]) 0 (*t of tlie value of 
inlieritance as wadi as the remoteness of the heir. 

Probate duties ha^e been lexied for a lung time in some pails 
of India, and although imposed in the form ol (*omt fees, they 
partake to some extent of the nature of death duties. The 
existing duties are inequitable in tlieir incidence, being confined 
to certain classes and communities, and there is no jnst apportion- 
ment of the burden between large and small estates. The 
Taxation Eiujuiry (^ommittee ♦recommended an extension of the 
existing law in certain directions, but no action has so far been 
taken in this luatter. The probate duties eau be used as the 
nueleus of a suitable tax on inheritance. Succession duties have 
great potentialities, fjom the social as well as the fiBcal point 
of view, and their introduction cannot long be delayed. 

Land BewMite 

On many grounds the provincial tax-system calls for very 
urgent reform today. Of the two sources whicli eoiiNtitute the 
shect-anchoi' of the provincial ti’easury, land revenue is full of 
anomalies and contradictions, and the other, the excise on drink 
and drugs, is rapidly being extinguished. We have therefore to 
carry out a radical reform of the land revenue system and to 
devise w^ays for replacing* the liquor excise b^^ finding more 
suitable sources. 

The anomalies of the land revenue system,, are many. There 
is first the disparity between the permanently settled gjamindati 


^ Indian Taxation Enquiry Committee Bopott, p. ^62. 

» fbia., p. 264 
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land and tlie temporarily settled land under iTofcwari or other 
teniiie. The assesMnent of the permanentl} ^ettIed zamindari 
estates was heavy at the time of settlement (1793 in Bengal and 
1802 in Madras), but subsequently owing to the fall in the valiu‘ 
of money the burden of the assessment has become very light. 
Fiirtheiu with the extension of cultivation, the zamindars’ rents 
increased considerably, so much so that the State’s dues (peish” 
kashh oiigiiially intended to absorb tlie bulk (ten-elevenths in 
Bengal and two-thirds in Madras) of the rent, has become a 
small fraction of it todaj. Thus a large imearned increment 
has come into the hands of the zamindars and the many 
intermediaries that came to have a right in land, and hardly any 
of this increment conies into the State fisc. The unearned income 
in Bengal is estimated at Eb. T2 crores a year. Tn Madras, -while 
the peislikasii from the zamimlaii areas eontiniies to be Rs. 45 
lakhs, the rents Inne increased to about Rs. 2,50 iakhs, and thus 
the State’s >Iiare less than *2U pei cent, of the total rentals. 
This has created a seriou^^ inequality m the revenue burden as 
betw'een the zammdari and ryotvaia areas. Out of a total land 
revenue in Madra;^ (including irrigation dues) ariioiinting to 
Es. 7 crores. IN, 6*55 crores (94 per cent.) conies from ryotwari 
tracts, while the zammdari tracts vliidi constitute a fourth of 
the total area contribute onh Es. 45 lakhs (or 6 per cent, of 
the total). Thus the burden of land 3*eveniie falls heavily on the 
ryotwari and lightly on the zamindari tracts. 

Nor are conditions satisfactory within the temporarily settled 
tracts. The principal defect of the land revenue system through- 
out India is that the assessment, whether based on net produce, 
net assets, economic rent or rental value, does not conform to 
ability. Land revenue is a levy on tlie land, not on the income of 
the landholder, and therefore it has essentially to be proportional 
and cannot be progressive. Apart from this inherent defect of 
land revenue from the point of view of fiscal theory, there are 
serious disparities in burden as between land and land. No doubt, 
the levy varies between grades of land, but tins docs not measure 
the income from it, as land of equal fertility can be put to 
different uses. xV cereal crop may bring in a net income of Es. 40, 
but a commercial crop may yield Es. 200, and both liaie to pay 
the same assessment. In Madras, where the assessment is based 
Oil standard grain out-turns commuted into money values, paddy 
is taken as the standard for vet lands, eholam and ragi (dry 
grains) for dry lands. ^ This system has contiiined even after 
commercial crops like cotton, sugarcane, groundnut and tobacco 
have become prominent in our agriculture, and thus the assess- 
ments have become far remote from ability. Tn the result, the 

* It aia\ le noted here iliafc before Akbai’b refoimcd setiktiieiiib ui a&scbs- 

ment^ were ba*secl on the value of ciops also, but in the new system land iovenuc 
became a tax on ^ land and not on the crop or the root’s ineonu. 
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assessment may be anything between 5 and 50 per cent, of the 
net produce today. It is generally lieavj in cereal -growing tracts, 
and comparatively light where commercial crops are also raised. 
In Bombay also' the disparities are pronounced: the assessment 
may be half the rent in one area, hut may be only a fifth in 
another. , 

An important cause of the disparity is that districts were 
settled at various times. In Madras, the assessment is made on 
the basis of the grain yield as commnted into money values accord- 
ing to the average price of the previous twenty non-famine years, 
and as the price-level has varied from period to period — owing to 
the operation of the trade cycle — the assessment also varies, and 
thus great inec|ualities have arisen in the revenue burden of ditfer- 
ent districts. Therefore it would be unfair to .stabilize the assess- 
ment on the level of any particular year. Yet a Madras Committee 
presided over by an experienced civilian in 1937 recommended 
that assessments should in future be pitched on the level of 
3913-14. It may be fair to put a stop to periodical enhancements 
without mortgaging the interests of the State in perpetuity, but 
the rates of 1913-14 cannot be taken as the basis for stabilization. 

The vagaries of the iirice-level have aggravated these evils. 
So long as prices went on rising — as the}' did from 1860 to 3929, 
first gently and then (between 1914 and 19201 rapidl}' — the burden 
of assessments was not felt, especially in Madras, where it was 
decided in 1924 that enhancements were not to exceed 18f per 
cent. But a severe slump started in 1930, and difficulties began 
to appear. Prices fell by nearly 50 per cent, and therefore the 
bm'den of land revenue became extremely heavy. This led to 
remissions in most provinces,'’ but such remissions cannot rectify 
the inherent defects of the .system. Thus, what wdth the 
inequalities of assessment and the vagaries of the trade cycle, 
the prevailing ryotwari systems of assessment have become rather 
unsuited to the needs of the country. 

The problem of the zamindari estates is even more complex. 
Lord Cornwallis believed that agrarian prosperity depended on the 
existence of landlords whose dues to the State were fixed in per- 
petuity, and therefore he converted a large number of mere rent- 
collectors into landlords of the English type. What he expected 
did not happen; the new landlords took little interest in land and 
many intermediaries came into being for the sole jmrpose of shar- 
ing the net product of the land. The permanent settlement of 
land revenue has turned out to be a great injustice to the State : 
it has alienated the unearned income from land, to which society 
has a right. Eurther, in a world where economic conditions 
change incessantly and the value of money is unsteady, there is 
no justification for settling the revenue demand for ail time. A 
liquidation of the whole system is called for; and so long as this 
is done by giving adequate compensation, this will be welcomed 
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by a large proportion of the zamindars. In Madras, the develop- 
ment of zaminclari areas has been neglected, irrigation sources 
are not properly inaintained, and it has become necessary to 
extend over the zamindari lands also the economic responsibilities 
undertaken by the r4overnment in regard to ryotwarj^ areas. 
Lately" a Committee of the Madras Legislature has come to the 
conclusion that the tenants are proprietors of the land and that 
the zamiiidai's are only entitled to the money rents prevailing in 
1801.-^ It is not clear whether the State is to appropriate what the 
zamindars have thus to relinquish. The historical basis of the 
Committee’s recommendations is liable to be questioned, but it 
may be conceded that a direct mode of liquidation has too many 
hurdles to surmount. 

The reform of the ryotwari settlement also raises complicated 
issues. In several western countries, the taxation of land takes 
four forms, namely : (1) a flat rate on the annual or capital value 
of land, (2) income-tax on agricultural incoiiies, (3) death duties, 
and (4) a local rate. The land revenue system of India is based 
largely on pre-Briti&li practice, but it has been modified to suit 
the best economic ideas of the nineteenth century, and it has 
developed a technique which is nearly perfect. It is the sheet- 
anchor, not only of the revenue but the administrative system 
of India; in fact, the wdioie administrative edifice has been built 
up as an organization primarily for administering the land and its 
revenue. To reform a system so deeply entrenched is extremely 
difficult. Some favour a radical reform; they would scrap the 
existing system and substitute in its place a rate on the capital 
value of land or a produce-tax. Tiie land taxes of Japan, Aus- 
tralia and New Zealand are based on the capital value of land; 
although theoretically such a tax has great merits, there are vari- 
ous practical difficulties in introducing it in this country. A tax 
on produce is even less suitable. The Taxation Enquiry Com- 
mittee thought that it might be possible to arrive at a result 
almost equal!}’* satisfactory with much less disturbance of existing 
conditions (a) by taking annual value as the basis of assessment 
for the future, ib) b\ standardizing the assessment at 25 per cent, 
of the annual value, and (c) by providing for a moderate increase 
in the local rate. The standardization of assessment at 25 per 
cent, would lighten the burden of taxation on many persons who 
are now' paying larger pj'uportions of their net income from land 
as revenue, but wnuld not give any special boon to the smallest 
lioldei'h who are umrst hii. As land I'eveniie is a tax in tern 
levied at a flat rate, the (.hmmittee held that it wmuM be impos- 
sible either to graduate it or to give exemption to particular lands 
because of the circumstances of the persons who cultivated 


^ Report of the Modrm Estate Land .h’t Amcndmeni Commiitee 119S8). 
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tlieni.^ They offered, as some jar>titication lor this,^ the sogges- 
tioii tliai the difliciiltieb of the poorest ciiltiTator arise ' not oiii 
of Jaiid reTeniie itelf, hut out of a coiiibiiiatioii of cb’ciimsiances 
of which the chief featui'e is a large extension of niieeonomie 
holdings h ‘The s'eal relief of the poorest cultivator', they add, 
* is to be found in a better system of rural economy generally, 
rather than in a change of the land revenue system \ They also 
proposed the introduction of an element of progression into the 
taxation of land by the levy of succession duties and an income-tax 
on agricultural incomes. 

A strong theoretical case can be made out for the introduction 
of an income-tax on agricultural income'^. Ao has been shown 
above, agricultural incomes were asses'^ed io income-tax •when that 
tax was first introduced Q860h biff wdieii it was replaced by a 
licence tax, a corresponding burden in the shape of a cess w’^as 
placed on land. Tt vras the existence of this cess that led to 
the exemption of agricultural income,', from the Income-tax Act 
of J88C, But the ces.s was subsequently abolished, and the case 
for exemption has therefore become weak. Equity demands that 
incomes from land should bear hu]*dens similar to those borne 
by corresponding incomes from other sources. It is also fair to 
make the levy progressive in ordei’ that the saei’ifice may be 
equalized as between larger and smaller incomes. But tliere are 
various administmtive difficulties in levying a tax on agricultural 
incomes, and the cost would be rather high. Eyots hold land in 
several villages, but the Government accounts are kept separately 
for each village. The estimation of cultivation expenses to be 
deducted wnuld also be extrejnely difficult, as the ryots seldom 
keep accounts. Further, if the exemption limit w^ere kept at 
Es. 2,000 (as in the general income-tax), very few landholders 
would be liable to pay the tax, and even if the limit 'v^ere lowered, 
say to Eh. WO, the number affected might not be large." The 
justification for an agricultural income-tax would become weak 
if the zamindari estates ’were liquidated and provision were made 
for imposing higher assessments on land bearing commercial crops. 

The need for adjusting assessments to the price-level has been 
keenly felt at the time of the recent depression. An asscssmeni 
which is light in normal times becomes heavy during a slump; 
when prices are high, the revenue burden is light and consequently 
the ryot falls into extravagant ways and contracts debts freely, 
but when prices fall heavily, nearly the whole net income from 
the land is absorbed by the land revenue, and indebtedness leads 
to foreclosure and loss of land. This can be avoided if the land 
revenue is made to vary with the price-level. An experiment in 
this direction is being tried in certain areas in the Punjab, There 

^ Meport of the India*} Tamiion Enquiry Comnnffm . pp, HS-i. 

» 0 | 5 , elfc., p. m. 
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is a standard asbebsiuenl based on the eomniiitation into money 
Yaiue of the gram share of the State. For eon limitation purposes, 
the prices of tlie twenty previous jears am used. If in any year 
prices rise above the level of the commutation period, no excess 
assessment will be demanded, but if prices fall below that level, 
a remission will be granted, and this will be calcuiateTI on the 
basis of index i^iimbers of prices. For this calculation, a formula 
has been devised. This svvstem is not altogether new. A hun- 
dred mars ago, there was a severe slump in Soul hern India, and 
the Governineiit of Madras introduced in iwa> districts of the 
presidency a similar system of revenue assessment (called 
Olitugio based on a sliding scale \arying with prices. This 
w’as a success for a lime and theie was a proposal to extend 
U ail o\er the preside nc\ , but it was later dropped when prices 
rose again. It is extremeU dithcult to consinict index uiiinbers 
of a reliable kind, and to iiiake land re\eiiue depend on such 
index numbers is to court trouble. Further, although prices 
fluctuate from season to season and irom jear to a ear, price 
slumps of tlie kind that uceurind in 19:)0-“2 are rare and it ma^ 
be possible to provide against minoj* flueluations b} carrying out 
milder reforms. 

On the Avhole, the least trotiblesomc course seems to be to 
standardize assessments at 25 per cent, of the annual value, as 
recommended by the Taxation Enquiiw C’ommiltee, and on top 
of it to levy an extra assessment on lands bearing commercial 
crops. The levy of succession duties on agricultural land and an 
income-tax on agricultural incomes raisee complex issues, but may 
be necessary in order to meet the State’s need for money, espe- 
cially if the zamindari areas carlnot be made to bear a burden 
equivalent to that borne by the ryotw^ari areas. The land revenue 
system should be placed on a siatiitory basis in the provinces where 
it is now administered iindei* executive orders. The periodical 
resettlements may be stopped, but the legislature must have pow’er 
to modify assessments from time to time, according to the needs of 
government and tlie trend of the price-level. 

i56, A>?r Td.ees to Replace Liquor EiTise 

At a time wFen the provincial Governments badly need 
increased resources, it is unfortunate that many of them have 
to grapple with the serious loss of revenue arising from their 
decision to introduce total prohibition, although by stages. No 
doubt prohibition is not merely a social or moral experiment; 
it is also an attempt at readjusting the burdens of taxation. The 
revenue under liiiuor excise is paid mostly by labourers, and its 
incidence is extremely regressive, because drinking is most pre- 
valent among classes of labourers whose work is irregular and 
wages rather low’ and uncertain. An intensive enquirY carried 
29 " 
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out lu Salem District (Madras) has disclosed the fact that the 
bulk of liquoj’ excise was paid b} 200,000 out of the 2,500,000 
Ijeuple (i.e. 8 per cent.) of that district. This is perhaps true 
more or less of oilier parts of Madras, and nia} he iai’gely true 
of other provinces also. Nor is this a correct measure of the real 
burden on the drinking classes, for the actual drink bill iiiiist 
be at least double the amount of the revenue from liquor excise. 
Thus the position comes to this, that a single commodity — liquor 
— today costs a small proportion of the people about Es. 80 crores 
throughout India; it also follows that, if this commodity is kept 
away from the people, their capacity to purchase other less inju- 
rious goods will increase to that extent. We know that of the 
purchasing po-wer liberated by prohibition in Salem, nearly half 
was used for food, 10 per cent, for clothing and similar propor- 
tions for repayment of debt, amusements, ornaments, etc. This 
fact should help us in finding suitable alternative sources of 
revenue. We must transfer to other consumption commodities 
the burden so far borne by alcoholic drinks and drugs. 

A suitable device for this is the sales tax, Sales taxes are 
generally uneven and regressive in their incidence, and they have 
also certain unfavourable reactions on trade and business. This 
source therefore remained undeveloped till tlie necessities of war 
finance forced it on the Western nations, and although born in 
emergency, it has stayed to become a normal featui’e of the fiscal 
systems of most countries, with the single prominent exception of 
(Jreat Britain, In several European countries today, the sales tax 
is nearly as important a source of revenue as income-tax or 
customs duties. It is also a growing source of ‘ State * and local 
revenue in the U.S.A. It takes^'many forms. A broad distinction 
can be made between general and selective sales taxes. The 
latter are taxes on the sale of special commodities, mostly luxuries 
or conventional necessaries. A general Sales Tax may be levied 
on all transactions, wholesale and retail, or it may be on wliolesale 
transactions only. Usually tlie term turn-over tax is confined to a 
tax on all transactions, wholesale and retail. Some sales taxes 
cover both goods and services, while others cover only goods. The 
German sales tax, for instance, comprises all transactions and 
includes both goods and services. The French sales tax is also 
general, but excludes many services like those of medical men; it 
includes a 10 per cent, luxury tax, a general tax on retail tran- 
sactions and a higher tax on receipted pa}JBeDts. Originally, the 
tax was collected through stamps on retail sales only in France 
and Germany, but there was much evasion and this form of tax 
was later superseded by turn-over taxes on the total receipts of 
business and not merely on retail sales. Returns are furnished 
periodically and the tax-collector makes a systematic and thorough 
examination of ledgers, etc. The rates vary from J per cent, in 
Poland to 2 per cent, in Franca and Germany, panada and 
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Australia levy tlie tax on the sales of producers and importers only, 
and the rates are 6 per cent, and 5 per cent, respectively. In many 
of the American States the tax is on retail sales, and the rate 
ranges from a half cent to 2 cents pei' dollar. Most of the coun- 
tries levy special taxes on luxuries at much higher rates\ 

The incidence of sales taxes is considered regressive, because 
they are generally shifted to the consumer, and consumption taxes 
fall lieavilj on the poor. But some sales taxes can be devised 
so as not to invohe too heavy a burden on the poor. A sales tax 
on luxuries will bo shifted, especially if demand is inelastic, and 
tlierefoi'e the burden will be on the well-to-do. Biiiiilarly, a sales 
tax on conventional necessaries may not all be shifted, if their 
demand is highly elastic, and the ti-adei* will either bear it or 
shift it back to the producer. The incidence of a general sales 
tiimi-overl tax is much less certain; it mat largely remain where 
it is laid, provided it is levied at a ver> low irite. The tax rates 
are fairly high in many countries (2 per cent, is usual), and that 
is why its incidence has become rather regressive. In periods of 
rising prices, it is easy for retailers to sliifi the burden to the 
consumers, l)ut this is not so easA when prices are falling. In 
tlie provinces of India which are trying to replace liciuor excise, 
a general sales tax may be levied at a very low' rate, and special 
sales taxes on certain luxuries and conventional necessaries at a 
higher I'ate. Articles on which special taxes may be levied arc : 
motor cars and accessories, cement, perfumes, silk and woollen 
cloth, patent medicines, aerated w^aters, etc. In addition to these, 
a registration or licence fee on trades and businesses may also be 
desirable, as it will not only bring, in some reA-^enue, but will also 
sup|>ly essential data on business conditions. A suitable system 
of sales taxation can be developed in this country, provided local 
conditions are taken into account. 

The chief adA^antage of the sales taxes is that they are rather 
productive and that their burden will be diffused widely, as the 
traders Avho pay them in the first instance Avill be able to pass them 
on to others. If, however, sales taxes are levied at all the stages 
of trade, it is certain that prices Avill be affected; especially in 
a boom period, the rise in pricch mtxy be more than the tax, 
thus transferring fron! the consumers more than what the traders 
pa}^ to the Government. Consumption taxes are not iinknowm 
to this country; a large number of them Avere levied early in the 
nineteenth century and they greatly impeded trade and consump- 
tion (supra, p. B5). If a rise in the price of necessaries takes 
place without a corresponding increase in incomes, the standard 
of Ihdng of tlie poorer classes, which is already too low, will dete- 
riorate, and this will be contrary to the most cherished object 
of economic development in India. As against this, it is fair to 
add that, how^eA^er ^egTe^sive a sales tax may be, it cannot be 
more regressive than the liquor excise wiiich it is replacing, and 
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therefore it ib the lesser of the two evils. No doubt, the labourer 
will liave to bear a heavier burden; but this burden will be 
boiiie more bv ni'bau than rural labourers and so may not be too 
unfair. TJie iiiral worker, wdietlier a tenant or a laboiiier recei\- 
mg wages in kind, consumes mostly articdes produced b} liiiji'selt, 
and iiis purcdiases are largely confined to salt and kerosene oil; 
on the other band, the urban labouj-ei's have to pin chase iieaid} 
everything they consume. This can be seen iroui the faiiiil} 
budget enquiries carried out recently. If the urban ciashCh will 
thus have lieavier burdens, it is but fair to admit tliat llieir incomes 
are also huger and steadier, and that the tax burdens borne In 
them m the past have not been too heav\ . 

Selective sales taxes have been imposed bv general provincial 
Governments in India, but only Madras has so tar levied a general 
sales tax. Under the Madras General Bales Tax \ct (1939), all 
dealers wTiose turnover in any year exceeds Ids. lO.DOO will 
liable to tax. The standard rate is one-half of one per cent., but 
those whose turn-over does not exceed Es. 20,000 a year wull 
pay a flat rate of Rs, 5 per month. Sales of bullion and specie, 
cotton and cotton yaim, and hand-wmven cloth sold by persons 
dealing exclusivelj' in such cloth wull be exempt from taxation. 
The sale of hides and skins, wdiether tanned or iintanncd, wall 
be taxed at a single point only. In order that the tax may not 
be too great a burden on exporters of finished goods, a rebate of 
one-lialf of the tax will be allow'ed on the sale of such articles for 
delivery outside the province. 

Tobacco 

Tobacco is a commodity winch can be made to bear a large 
tax burden; yet it bears hardly any in most parts of India. 'It 
is a typical instance of a conventional luxury wiiose use goes 
flown to tlie poorest classes, and it is an mlicle tlie consumption 
of wTiicli can be varied greatly both in (piality and (fuantity accord- 
ing to the means of the consumer.’^ Tobacco has long been 
regarded as a suitable object of taxation but, although the matter 
was considered several times, administrative difficulties always 
stood in the way.*^ In Prance, tobacco is a government monopoly 
and the State raises a large revenue by it. In the French posses- 
sions in India, the privilege of selling tobacco is sold by auction 
under conditions wTiich give each shop a pj’actical monopoly of 
a local area, but cultivation and manufacture are not restricted. 
Several of the Indian states raise a large revenue from tobacco. 
In Travancore, cultivation is prohibited and a duty is levied on 
the tobacco entering the State. In Cochin, there is a licence 

^ B&port of the Indian Taxation Enquiry Commit tee » p, 155. 

^ 1b parts of Madras (Coimbatore, Malabar and South Kanara) coaniry tobacco 
was a State monopoly and in former times (1811 to 1858) cultivation was not 
allowed except under licence. 
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fee on tobacco, both wholesale and retail. In Patiala, free culti- 
vation is periiiitlecl, but the cultivator must sell his crop to licensed 
vendoj’s, who have the sole monopoly of the right to sell in pre- 
scribed areas. The revenue return amounts in Travancore to 
8 annas pei Iiead, in Cochin 4 annas, in Patiala annas and in 
French India 6,,annas. The Indian Taxation Enquiry Committee 
recommended a system of licensing, leading ultimately to selling 
the monopoly of retail vend in bpecified aj'eas. The Government 
of Bombay levy a sales tax on tobacco sold in urban areas and on 
cigarettes. i\Iadras at first contemplated taxing tobacco on the 
inoijopoly \end basis, f)ut late)* decided to lev} a turn-over tax on 
the sale of inaiuifaetured tobacco, both wholesale and retail. 
Retail dealei's in manufactured tobacco have to pa} a graduated 
tax on their sales, and wholesale dealers in leaf tobacco will have 
to take out a licence by paying an annual fee. The use of tobacco 
will not be restiicled in any wa} , but a limit will be imposed on 
the quantity that ma} be possessed toi* pi hate use in order to 
prevent evasion of the provisions of the Act. 

Under the Government of India Act, J935, the excise on 
t(|baceo is a central subject, and the provinces can tax the com- 
modity only under ‘ taxes on the sale of goods Wlien the new 
constiiution was diawn u]>, it was teared that the central Govern- 
ment's right to lev} excises might be used to undermine provincial 
sources like land revenue, but what really happened w^as an 
invasion by the provinces of the central sphere of taxation. The 
sales taxes already levied or proposed, tlie tobacco tax and the 
employment tax trench upon important eenti’al sources like 
excises and income-tax, and to this extent the domain of central 
taxation has been restricted. The Federal (^ourt lias upheld the 
right of the provinces to levy sales taxes, but has also advised 
fmheai’ance on their part, but such forbearance may not be 
expect ed immediately, as they are strugglmg hard to replace the 
liquor excise revenue. Sales taxes wdll not onl} limit central 
resources; they may also prevent the growl h of the ‘commerce 
pow^ei* ' ill the central Goiernment, wdiieli is essential for the un- 
impeded progress of inteimal trade. In the United States, the 
weak federal authority in economic matters under the original 
constitution wvas amplified and enlaiged by the deteimined altitude 
taken In the Supreme Court. Those w^ho desire that India should 
be a united nation must see that the Centre gets ample power 
and resources for discharging its important co-ordinating functions. 

Non-Tax Eepenne 

There has lately been a decline in the revenue from non-tax 
sources in India.* Of the two Government monopolies of this 
country, ogjum which once brought in as much as Rs. 10 crores 
to the State fisc has nearly disappeared; salt remains, but with 
little mofe for expansion. There is a valuable domain in the 
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Stale foj’efets, l>ut ue have so far attended io conservation ratlier 
than exploiiation. The lailways broiiolit in a stead> reA^eiiiie aftei' 
the War, but owiii^ to various causes ihih item has experienced a 
setback since 1930. Other public utilities, especialh hydro- 
electric schemes, haA’^e been nurtured lateh , especially in l\radras, 
the Punjab and the United Piwinces, but the\ liavc^ not \ei 
begun to yield any considerable income. 

Most of the public utilitj' undertaking's were begun Avith a view 
to social benefit; the financial motive was not prominent at first. 
But there has lately been a change all over the world, due chieflx 
to the necessities of tlie State. Public utilities liave evervAAdiere 
become indirect tax collectors.^ Thus iiTigation Avorks AA^ere 
begun in India as an insurance against famine, but they ha\e 
since become a stead) source of reA^eniie, and sojiie of the oldej* 
irrigation works conliibute as much as 20 per cent, on the capital 
invested. The motwe behind mihvay construction A\Ais originally 
the pievention of famine; today, hoAveA^ei’, they have become a 
potent agency for economic deA^elopment and a iwenue-giving 
asset. The exploitation of poAver supplies is in its infancy. 
Certain provinces liave installed costly plants for generating elec- 
tricity, and if distribution is carefully attended to, they will become 
a sure agency for economic cleA^elopment and aim a steady source 
of public iwenue. Urban transport flight railways, traruAways, 
omnibus services, etc.) has so far been left to munici})al or private 
enterprise, but it may be desirable for the State to inteiwene, 
in the interests of both the public good and the reA’enue. (VUain 
Indian states have established monopolies in bus traffic and per- 
haps their experience deserves to lie carefully Avatched by others. 
There are also other adA"antag%b in developing public utilities. 
They add to the national income and give steady cmploymeni to 
large numbers. 

The State must now look for the expansion of not only public 
utilities properly so called, but also other public undeidakings 
which may contribute to the revenue as AAmll as to economic deve- 
lopment. There is great scope foi’ State undertakings in India 
without restricting private enterprise unduly. One such direction 
is insurance. In Italy and Japan, insurance is a State monopoly; 
the latter runs it in conjunction with the Post Office. Tnsiininee 
is a subject of such vital interest to the coramnnity I hat it cannot 
be left in private hands. Already the Post Office is inaiiuging an 
insiij’anee business, although for State employees only, and an 
extension of its scope is desirable. It may not be desirable to 
make insurance a State monopoly; the State may obtain a steld) 
revenue by the taxation and control of insurance companies. 
Another field for expansion is fisheries. Pish ism valuable article 
of diet and a larger supply of it will make the Indian diet more 


^ Cl, Ghesef, Puhhe Utihit^ Economics (1981), p. ^585. 
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balanced than it is today. But this will not be done unless the 
Groverninent take a direct interest in it. Nor will this be a waste 
of public nioiiey. Japan obtains a large reTemie from her fisheries, 
and in recent )eais, thanks to State enterprise, a considerable 
part of Japan's naiional income comes from fish. India has a 
large coast -line* and extensive potentialities for rearing fish, and 
it is hi^h lime the State adopted an enterprising policy in this 
mutter. 

The opposition in the past to the extension of State enter- 
prises was chiefly due to the fear of political influence and the 
well-known imperfections of public employees. But it has been 
shown latelv in w^estern countries that business methods can 
be ado]jied iii (lovernmeiit offices, paialy by giving special train- 
ing to public employees and partly by recruiting experienced 
business men for special posts under the Government, The forma- 
tion of a pool of officers for holding posts in the Finance and 
Commerce Secretariats of the Government of India is perhaps a 
step in this direction. 

Howevei* efficient public employees may become, there are 
dangers in a democratic government directly managing business; 
no business can be safe if it comes under the influence of party 
politics. The system of leaving public enterprises to be managed 
by semi-public eoiporations is therefore coming into vogue. Such 
‘ public service hoai'ds ’ in Great Britain are the Port of London 
Authority, the Forestiy C^ommission, the Biitish Broadcasting 
Corporation, the Centi'al Electricity Board, the London Passenger 
Transport Board and the various Agricultural Marketing Boards. 
They are all free from the influence of party politics and are 
managed by experienced business men, appointed for a period of 
yeaiAs.^ India has already a few similar organizations, e.g, the 
Eeserve Bank and the Port Trusts; provision has also been made 
in the iiew^ Constitution foi* a Statutory Eailway Authority. A 
statutory tailff commission may perhaps be a desirable addition 
to this group. As public enterprises expand and governments 
come more and mo!‘e under the influence of party politics, it 
would be best to leave to impartial expert management such 
concerns as are of vital concern to the community. 

§7. A Neir Financial Oidlook 

Indian government^ in the past follow'ed a conservative financial 
}X)licy; to raise as few taxes as possible and keep expenditure dowii^*^ 
to pie minimum — ^this was the dominant idea in those days. 
Perhaps this was justified when the people of the country had 
no great share in the government. But now^ that responsible 
self-governraent is being progressively realized, there must be a 
thoropgh Shange in this policy. In future, financial policy must 

^ ^ ^ W. A. Rob<5on, Public Enterprise (19S7). 
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siib&eiA e the econoiiiic developiiieut of the ('Oiiiitr\ . It is not 
siiflieient to maintain law and order; the (Tovernmeiit iiiust aim 
at maximising the economic welfare of the community by increas- 
ing production in the countiy and raising the income and the 
standard ^of life of the people. AVith such an aim in \iew\ the 
Finance Ministry cl each GoAenuiient must co-operate witli the 
Development and other ministries; with such u change of atti- 
tude, not onh public expenditui'e but taxation and loan policies 
should assume new* aspects. 

It is often argued that the present tax-bui*deij is too heav\ for 
a poor countr} like India, and that the limits of India’s taxable 
capacity were reached long ago. This vietv is based upon a mis- 
conception as to the nature and purpose of public finance. It is 
true that India is a poor country and that the burden of the exist- 
ing taxes is fairly high for certain classes; but it is also tme that, 
if poverty is to be diminished, it is essential to raise more revenue, 
paradoxical as this may appear. The tax-burden of India may be 
heavy if the revenue is to be spent chiefly on the security services, 
but, provided the increased revenue w^ere used for a wmll-planned 
scheme of economic improvement, more revenue could be raised 
and yet the relative tax-burden might at the same time be 
lightened. In the present circumstances of India a larger expendi- 
ture on economic and social services would increase the national 
income. Although the additional taxation needed for the purpose 
might be felt as a hardship for a time, it would soon increase 
the people’s * taxable capacity ’ and thus eventually lighten their 
tax-burden.^ Hitherto taxation has often been I'egaivled as neces- 
sarily involving a loss to the community, but, if the financial 
system is adjusleci on the principle of maximum social advantage, 
a tax will ‘ no longer bo regarded as a burden to he exacted from 
the unwilling victim but as a contribution cheerfully rendered bv 
those who are alive to the sense of collective responsibility implicit 
in the very conception of democracy ’ fReliginan). After all, taxa- 
tion means a transfer of purchasing power froni the individual to 
the public authority, and if that authority uses the funds for under- 
taking really beneficial economic oi* social services, the commimity 
will get good value for the amount paid. Of course, wFile many 
taxes are levied ‘ from each according to his ability ’ , several of 
the benefits accruing may go * to each according to his needs’* 
In some cases the poor may benefit more than the rich, but that 
is as it should be and is neccssarv in order to produce the maximum 
social advantage. Such an attitude has lately developed in the 
West, and it is gratifying to think that it eonfonns precisely to 
the financial ideal which (according to Kalidasa) guided King 
Dileepa and all good kings in ancient India, ^ , 

^ The term * taxable capacity ' is itself a misnomer, as shown by Daltot; 
(Puhlk Fimnee, p. 160), aod I nse it here only in a general sense, 

* See footnote on page 6. ' 
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We miitot therefore revise our conceptions ol taxation and 
taxable capacity. This country has reached a stage at which 
greater expeinliture by the State is essential for an advance in 
economic and social welfare. It i>s essential in order to make 
life worth liviiig, not onl^' for the poor but also for the fich. A 
bold policy of expenditure on social and economic services is 
needed in the intei'ests of the sshole country. Sir Walter Layton 
put this cogenth in his repoii to the Simon Commission. ' There 
can be little doubt', he said, ‘that, in conditions such as those 
which now obtain in India, it should be possible to stimulate 
production and to increase the welfare of the people by public 
expenditure designed to give greater economic security (by irriga- 
tion works, improved and more varied methods of cultivation, 
etc.l, better physical well-being (sanitation, water-supply, improved 
public health, etc.), and education. Indeed taxation may be the 
only practical means of creating a better and more secure 
livelihood ’A 

Our borrowing policy mast also become more enterprising. 
Till lateh , the loan policy of the (-iovernments in British India 
was unduly strict. Hitherto, loan funds were not ordinarily used 
fur capital works unless they could bo classed as ‘ remunerative 
i.e. likely to produce at least a certain annual percentage yield 
on the capital invested alter ten years from completion. From 
i April 19*21 to 81 March 1987 this ‘ productivity test rate ’ was 
6 per cent. Under Provincial Autonomy ])rovincial Governments 
luive full powei* to fix this rate for application to their own capita! 
works and the Madras Government has fixed it at 4 per cent, 
for the present. Further, under'* the Act of 1985, the provin- 
cial Governments have practical!) full powers in regard to 
borrowing, though the formal consent of the central Government 
is i-eijuired for borrowing out of India and for ail borrowing 
In a provincial Got^rnment wliicb lias not fully repaid its debt 
to the central Government. The scope for borrowing within the 
couiitr) has also widened latel) . The loans raised in 1987 and 
1988 by certain fwovincial Governments w^'ere W'ell received and 
^ome were over-subscribed. Tliese facts aiigiir w’ell lor an active 
jiolicy of capital expenditure in future. 

Governments need not only long-term loans, but also accom- 
modation for shoit periods in order that theii' day-to-day needs 
may be met. Especially in India, such needs are great at times, 
as revenues come in late. Hitherto, the central Government, as 
banker, supplied such needs of the provinces, but from 1 April 
1937 they have to make tlieir owm arrangements. The provincial 
governments have- proved themselves to be equal to the situation. 
Several of them have issued treasury bills and thus raised 


^ Stmon Commission Report, voL II, p. 208, 
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sbort-temi funds at low rates of interest. In Madras, the fiisl 
issues were for six mouths; later three-inontlis hills were issued. In 
this, as ill otlier matters, most provincial goiernnientb lunc achieved 
y;ood results, and their credit in the nioiie;s market stands hiuh. 


§8. Xeed for Planning and Co-t}nlintftion 

The task before the country is and ditfieult. We need 
a netv economic policy and this must l)e accompanied b\ a 
new financial outlook. PopularlN elected bodies mav find it ex- 
tremely diffieiilt to di'aw up sucli plans. Even in Western countries 
wliere the level of popular education is high, legislatures deem them- 
selves unfit for such difficult woi*k. The pi’ovincial Secretariats are 
doing excellent wmrk in their way, but their hands are already full 
with the heavy duties of day-to-day administj-ation. Further, for 
the formulation of new economic policies tlie assistance of persons 
wfith the necessary special training and equipment is essential. 

The ap|X)intment of committees of enquiry in regard to parti- 
cular questions will help greatly in obtaining new^ ideas, but in 
view" of the wide reconstruction tliat is called for, the (Toveniments 
in India, need economic general staffs, wdiich slioukl eontinuously 
study and interpret a wide range of economic phenomena and 
advise the Governments on questions of polic\ . Tlie Govern- 
ment of India have given the lead by appointing an Economic 
Adviser, and it seems likely that the Provinces will have to 
follow this lead in one form 07* other. 

In the present circumstances of the work], the most careful 
and energetic policy is needed #in regard to central concerns like 
currency, tariffs, foreign and inter-provincial trade, and the deve- 
lopment of key industries. Not only tlie unity of India, but also 
the healthy development of its resources and their just distri- 
bution as between areas and economic groups, depend largely 
on the activities of the central (or Federal) Government. Hencc^ 
the great importance of that Government’s having ample resources 
and adequate powers for carrying out a vigorous economic policy. 
It is for the provincial Governments to co-operate "with the Centre 
in the cariying out of its policy, and any attempt to undermine flie 
central sources of revenue would be detrimental to the highest* 
interests of the country. 

On most of the questions under the purview" of the provincial 
Government, each province must develop on separate lines best 
suited to its environment. Considering the great diversity in the 
conditions of India, one may doubt the wisdom of leaving the 
formulation of policy in such important matters to an all -India 
body of experts. Such a body may draw up certain general 
principles, but further questions will then arise as to the best 
methods of applying those principles to local conditions in the 
various provinces and these can only be solved locaUy. 
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Tliere are indeed luatlers, including' e\en home of direct pro- 
vincial concern, in wliicli nnifomiiiy between provinces is esyential. 
Bocial le^i>isIatioi"i is one of them. The coming of the Congress 
Party into power roused great expectations among the vrork- 
ing classes throngliout India, and this wes partly res^ponsible 
for tlie labuiii* ,trou1)les tljat soon arose in most parts of the 

country. In many provinces legislation for regulating wages and 
hours of work is contemplated and plans fo)’ unemployment insur- 
ance are also being drawn up. Such legislation in one province 
in advance of othej*s ma} seriously handicap the inrlnstries of that 
province. In every Avay, it wmold therefore be desirable to make 
such legislation uniform throughout the countty, or at least in 
provinces which have analogous problems. In Canada social legis- 
lation is exclusivel}' a provincial subject, and this results in 
frequent clashes between tlie interests of different governments. 
In India social legislation is a concurrent subject, and as the 

central Governmeni may not take up the subject for vaiioiis 
reasons, it is essential ihai the legislation in the various provinces 
should be co-ordinated. 

On the other liand, in many other matters, much may be 
gained by each province chalking out lines of reform for itself. 
In administration there is no better method than trial and error. 
If a measure succeeds in one province, others may adopt it with 

modifications; if it fails, the experience will still be useful for 

the guidance of other provinces. In any case every province 
should have easy access to the results of the experience of others, 
and for this purpose there is a grreai need for a clearing house of 
information in the central Government, which wmuld carefully 
collect detailed accounts of all the measures undertaken in the 
various pi’ovmces and draw up periodical reports on the working 
of those measures. 


§9. Conclusion 

India has lately entered on a new political epoch. Within twm 
years of its introduction, Provincial Autonomy has proved a suc- 
cess, at any rate from the financial standpoint. By making the 
welfare of the masses their prime concern, the new provincial 
Governments have aroused a new hope among the common people, 
and, sustained by such a living hope, India may in future rise to 
much higher levels of economic and social attainment. The coun- 
try is throbbing wnth life; there is a great urge everywhere for 
improvement. At this juncture, development on fairly uniform 
lines is very desirable from many points of view. If some pro- 
vinces or states lag behind, the pace of progress of the rest of 
India will be hindered. To ensure a i*ea.sonable degree of uni- 
formity, there must be a co-ordinating authority, and in a country 
of such divei^sities as India, only a Federation can fulfil that 
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function. Federation will not only ensure peace and unity within 
this sub-continent, but will also enable India to occupy her proper 
place in the British Commonwealth of Nations. India which con- 
tains a fifth of the world’s populatioJi, is bound to attain a high 
place among the nations after federation, and this may streiigHieii 
the foi’ces that are struggling for peace and oixlered progress 
throughout the world. Mankind is in the throes of a great 
struggle, and, if India is to play an honourable i-ole in this 
struggle, she must pull herself together and rise above the clash 
of race and creed and colour. She must become a united Federal 
Gommoii wealth, of which the numerous states as w^ell as the eleven 
provinces will be integral parts. Is it too much to expect that 
this hope will soon be fulfilled? 
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Year 

1860 

1861 

1862 

1863 

1864 

1865 

1866 

1867 

1868 

1869 

1870 

1871 

1872 

1873 

1874 

1875 

1876 

1877 

1878 

1879 

1880 

1881 

1882 

1883 

1884 

1885 

1886 

1887 

1888 

1889 

1890 

1891 

1892 

1893 

1894 

1895 

1896 

1897 

1898 
18 ^ 


Xamr 

.. Tho Et Hon Jamps Wilbon. 

I Tlio Kt Hon Samuel Lamg 

j. Sir Charles Trerelyan, K.C.B. 
j. The Et Hon 1\. N. Ma&se'i. 

J 


> Sir Eichard Temple K.C.S.I. 

I Sir William Mmr K.C.S.I. 

1 

j- Sir John Strachey, K.C.S.I., C.l.E. 

J 

1 Lord Cromer, C.S.I., C.l.E. (Major Evelyn 
J" Baring). 

> Sir Auckland Colvin, K.C.M.G., C.l.E. 

Sir Janies Westland, K.C.S.I. 

y Sir David Barbour, K.C.S.I, 

V Sir James Westland. K.C.S.I. 
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Yeai 


1900 


1901 

1 

1902 

1 

i 

1903 

f 

1 

1904 

1 

1905 

1 

1906 

1907 

f 

I 

1908 

J 

1909 

1 

1910 

1 

1911 

i 

f 

1912 

1 

1913 

i 

1914 

1 

1915 

j 

1916 

y 

1917 

1 

1918 

j 

1919 


1920 

1 

1921 

( 

1922 

J 

192S 

1 

1924 

i 

1925 

1 

1 

1926 

f 

1927 


1928 


1929 


1930 

1 

.1931 

1 

1932 

f- 

1 

1933 

1 

1934 

J 

1935 

1 

1930 

1 

J 

1937 

"I 

\ 

1938 

J 

1939 



Name 

Sir Clinton Dawkinb, K.C.B. 

Sir Edward F. G. Law, K.O.M.G.. G.C.S.l.^ 

Sir Edward Baker K.O.S.I. 

Sir Guj F. Wilson, G.G.I.E., K.C.B., K.G.M.G. 

Sir William Meyer, G.C.I.E , K.C.S.I. 

Sir James (now Lord) Meston, iv.C.S.J. 

Sir Malcolm (now Lord) Hailey, K.C.S.I., C.I.E. 

Sir Basil F. Blackett, K.C.B., K.C.S.I. 

Sir George Schuster, K.C.M.G., O.B.E., M.C., K.C.S.I. 

Sir P. James Grigg, K.C.B. , K.C.S.I 
Sir A. J. Raisman, K.C.I.E., I.C.S. 



30 


APPENDIX 0 

GOVEENMENT OF INDIA ACT, 1935 


PAET VII 

FAMINE, PEOPEETY, CONTRACTS AND SUITS 

CHAPTER I 
FINANCE 

Duiribution of Revenves between the Federation and the 
Federal Units 

136. Subject to the following provisions of this chapter with 
respect to the assignment of the whole or part of the net proceeds 
of certain taxes and duties to Provinces and Federated States, and 
subject to the provisions of this Act with lespeet to the Federal 
Railway Authority, the expression ‘ revenues oi: the Federulion ’ 
includes all revenues and public moneys raised or received by 
the Federation, and the expression ' revenues of tlie Province ’ 
includes all revenues and public moneys raised or received by a 
Province. 

137. Duties in respect of succession to property other than 
agricultural land, such stamp duties as are mentioned in the Federal 
Legislative List, terminal taxes «^on goods or passengers carried by 
railway, or air and taxes on railway fares and freights, shall be levied 
and collected by the Federation, but the net proceeds in any financial 
year of any such duty or tax, except in so far as those proceeds 
represent proceeds attributable to Chief Commissioners* Provinces, 
shall not form part of the revenues of the Federation, but shall be 
assigned to the Provinces and to the Federated States, if any, within 
which that duty or tax is leviable in that year, and shall be distri- 
buted among the Provinces and those States in accordance with such 
principles of distribution as may be formulated by Act of the Federal 
Legislature : 

Provided that the Federal Legislature may at any time increase® 
any of the said duties or taxes by a surcharge for Federal purposes 
and the whole proceeds of any such surcharge shall form part of the 
revenues of the Federation. 

188. (1) Taxes on income other than agricultural income shall 

be levied and collected by the Federation, but a prescribed percentage 
of the net proceeds in any financial year of any such tax, except in 
so far as those proceeds represent proceeds attributable to Chief 
Commissioners* Provinces or to taxes payable in respect of Federal 
emoluments, shall not form part of the revenues of the Federation, 
but shall be^ assigned to the Provinces and to the Federated States, 
if any, within which that tax is leviable in that year,* and shall be 
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distributed among the Provinces and those States in such manner 
as may be prescribed: 

Provided that— 

(a) the percentage originally prescribed under this sub-section 

shall not be increased by any subsequent Order in. Council; 

(b) the Federal Legislature may at any time increase the said 

taxes by a surcharge for Federal purposes and the whole 
proceeds of any such surcharge shall form part of the 
revenues of the Federation, 

(2) Notwithstanding anything in the preceding sub-section, the 
Federation may retain oiil oi tht‘ moneys assigned by that sub-section 
to Provinces and States — 

(а) in each year of a prescribed period such sum as may be 

prescribed; and 

(б) in each year of a further prescribed period a sum less than 

that retained in the preceding year by an amount, being 
the same amoimt in each ;\ear, so calcmlaied that the 
sum to be retained in the last year of the period will be 
equal to the amount of each such amiiiai reduction: 

Provided iFat — 

(i) neither of the periods originally prescribed shall be reduced 

by any subsequent Order in Council: 

(ii) the Governor- General in his discretion may in any year 

of the second prescribed period direct that the sum to 
be retained by the Federation in that year shall be the 
sum retained in the preceding year, and that the second 
prescribed period shall be correspondingly extended, but 
he shall not give any such direction except after consuF 
tation with such representatives of Federal, Provincial 
and State interests as he may think desirable, nor shall 
he give any such direction unless he is satisfied that the 
maintenance of the financial stability of the Federal 
Government requires him so to do, 

(3) Where an Act of the Federal Legislature imposes a sur- 
charge for Federal purposes under this section, the Act shall provide 
for the payment by each Federated State in which taxes on income 
are not leviable by the Federation of a contribution to the revenues 
of the Federation assessed on such basis as may be prescribed with 
a view to securing that the contribution shall be the equivalent, as 
near as may be, of the net proceeds which it is estimated would 
result from the surcharge if it were leviable in that State, and ihe 
State shall become liable to pay that contribution aceordingjy* 

(4) In this section — 

* taxes on income ' does not include a corporation tax; 
' prescribed ’ means prescribed by His Majesty in Council; 
and 

‘ Federal emoluments ' includes all emoluments and pen- 
sions payable out of the revenues of the Federation or 
of the Federal Bail way Authority in respect of which 
income-tax is chargeable. 

1S9, (1) Corporation tax shall not be levied by the Federation 
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in any Federated State until ten years have elapsed froni the 
establishment of the Federation. 

(2) Any Federal law providing for the Ie\yiijg of corporation 
tax shall contain provisions enabling the Fuler ol any Federated 
State in which the tax would otheiwise be leviable lo elect that the 
tax shaFi not be levied in the State, but that in lieu thereof there 
shall be paid by the State lo the revenues of ihe Federation a con- 
tribution as near as may be equivalent to the nei proceeds which 
it is estimated would result Irom the tax if it were levied in the 
State. 

(B) Where the Euler of a Stare so elects as aforesaid, the 
officers of the Federation shall not call for any information or returns 
from any corporation in the State, but it shall be the duly of the 
Euler thereof to cause to be supplied to the Auditor-General of India 
such information as the Auditor- General may reasonably require to 
enable the amount of any such contribution to be determined. 

If the Euler of a State is dissatisfied with the determination as 
to the amount of the contribution payable by bis State in any 
financial year, he may appeal to the Federal Court, and if he 
establishes to the satisfaction of that C^ouri that the amount deter- 
mined is excessive, the Court shall reduce the amount accordingly 
and no appeal shall lie from the decision of the Court on I be 
appeal. 

140. (1) Duties on salt, Federal duties of excise and export 
duties shall be levied and collected by the Federation, but if an 
Act of the Federal Legislature so provides, there shall be paid out 
of the revenues of the Federation to the Provinces and to the Fede- 
rated States, if any, to which the Act imposing the duty extends, 
sums equivalent to the whole or any part of the net proceeds of 
that duty, and those sums shall be distributed among the Provinces 
and those States in accordance^ with such principles of distribution 
as may be formulated by the Act. 

(2) Notwithstanding anything in the preceding sub-section, one 
half, or such greater proportion as His Majesty in Council may 
determine, of the net proceeds in each year of any export duty; on 
jute or jute products shall not form part of the revenues of *ihe 
Federation, but shall be assigned to the Provinces or Federated 
States in which jute is grown in proportion to the respective amounts 
of Jute grown therein. 

141. (1) No Bill or amendment which imposes or varies any 
tax or duty in which Provinces are interested, or which varies the 
meaning of the expression * agricultural income * as defined for th§ 
purposes of the enactments relating to Indian income-tax, or which 
affects the principles on which under any of the foregoing provisions 
of this chapter moneys are or may be distributable to Provinces or 
States, or which imposes any such Federal surcharge as is mentioned 
in the foregoing provisions of this chapter, shall be introduced or 
moved in either Chamber of the Federal Legislature except with the 
previous sanction of the Governor-General in his discretion. 

(2) The Governor- General shall not give his sanction to the 
introduction of any Bill or the moving of any amendment imposing 
in any year any such Federal surcharge as aforesaid unless he is 
satisfied that all practicable economies and all praotij^able measures 
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for otherwise increasing the proceeds of Federal taxation or the 
j^ortion thereof retainable by the Federation would not result in the 
balancing of Federal receipts and expenditure on revenue account in 
that year. 

(3) In this section the expression * tax or duty in which Pro- 
vinces are interested ' means— ^ 

(а) a tax or duty the whole or part of the net proceeds whereof 

are assigned to any Province; or 

(б) a tax or duty by reference to the net proceeds whereof sums 

are for the time being payable out of the revenues of the 

Federation to any Provinces. 

142. Such sums as may be prescribed by His filajesty in Council 
shall be charged on the revenues of the Federation in each year as 
grants in aid of the revenues of such Provinces as His Majesty may 
determine to be in need of assistance, and different sums may be 
prescribed for different Provinces: 

Provided that, except in the case of the iSforth-WesI Frontier 
Province, no grant fixed under this section shall be increased by a 
subsequent Order, unless an address has been presented to the 
Governor- General by both Chambers of the Federal Legislature for 
submission to His Majesty praying that the increase may be made. 

143. (1) Nothing in the foregoing provisions of this chapter 
affects duties or taxes levied in any Federated State otherwise 
than by virtue of an Act of the Federal Legislature applying in the 
State. 

(2) Any taxes, duties, cesses or fees which, immediately before 
the commencement of Part III of this Act, were being lawfully 
levied by any provincial Government, municipality or other local 
authority or body for the purposes of the Province, municipality, 
district or other local area under a law in force on the first day of 
January, nineteen hundred and thirty-five, may, notwithstanding that 
those taxes, duties, cesses or fees are mentioned in the Federal 
Legislative List, continue to be levied and to be applied to the same 
purposes until provision to the contrary is made by the Federal 
Legislature. 

144. (1) In the foregoing provisions of this chapter " net pro- 
ceeds ' means In relation to any tax or duty the proceeds thereof 
reduced by the cost of collection, and for the purposes of those pro- 
visions the net proceeds of any tax or duty, or of any part of any 
tax or duty, in or attributable to any area shall be ascertained and 
(certified by the Auditor-General of India, whose certificates shall be 
final. 

(2) Subject as aforesaid, and to any other express provision of 
this chapter an Act of the Federal Legislature may, in any case 
where under this Part of this Act the proceeds of any duty or tax 
are, or may be, assigned to any Province or State, or a contribution 
is, or may be, made to the revenues of the Federation by any State, 
provide for the manner in which the proceeds of any duty or tax 
and the amount of any contribution are to be calculated, for the 
times in each year and the manner at and in which any payments are 
- to be made, for the making of adjustments between one financial 
year and another, and for any other incidental or ancillary matters. 
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The Grown and the States 

145. There shall be paid to His Majesty by the Federation in 
each year the sums stated by His Majesty’s Eepresentative for the 
exercise of the functions of the Crown in its relations with Indian 
States to be required, whether on revenue account or otherwise, 
for the discharge of those functions, including the making of any 
payments in respect of any customary allowances to members of 
the famih servants of any former riuler of any territorie^s in 
India. 

146. All cash contributions and payments m respect of Joans 
and other payments due from or by any Indian State which, if this 
Act had not 'been passed, would have formed part of the revenues 
of India, shall be received by His Majesty, and shall, if His Sfajesty 
has so directed, be placed at the disposal of the Federation, but 
nothing in this Act shall derogate from the right of His I^Iajesty, 
if he thinks fit so to do, to remit at any time the whole or any part 
of any such contributions or payments. 

147. (1) Subject to the provisions of sub-section (3) of this 
section, His Majesty may, in signifying his acceptance of the Instru- 
ment of Accession of a State, agree to remit over a period not 
exceeding twenty years from the date of the accession of the State 
to the Federation any cash contributions payable by that State. 

(2) Subject as aforesaid, where any territories have been volun- 
tarily ceded to the Crown by a Federated State before the passing 
of this Act — 

(a) in return for specific military guarantees, or 

(b) in return for the discharge of the State from obligations to 

provide military assistance, 

there shall, if His Majesty, in signifying his acceptance of the Instru- 
ment of Accession of that State, so directs, be paid to that State, 
but in the first mentioned case on condition that the said guarantees 
are waived, such sums as in the opinion of His Majesty ought to be 
paid in respect of any such cession as aforesaid. 

(3) Notwithstanding anything in this section — 

(a) every such agreement or direction as aforesaid shall be such 

as to secure that no such remission or payment shall 
be made by virtue of the agreement or direction until the 
Provinces have begun to receive moneys under the sec- 
tion of this chapter relating to taxes on income, and, in 
the case of a remission, that the remission shall be con.'v 
plete before the expiration of twenty years from the date 
of the accession to the Federation of the State in ques- 
tion, or before the end of the second prescribed period 
referred to in sub-section (2) of the said section, which- 
ever first occurs; and 

(b) no contribution shall be remitted by virtue of any such 

agreement save in so far as it exceeds the value of any 
privilege or immunity enjoyed by the State; and 

(c) in fixing the amount of any payments in respect of ceded 

territories, account shall be taken of the value of any 
such privilege or immunity. 
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(4) Tills section shall apply in the case of any cash contribu- 
tions the liability lor which has before the passing of this Act been 
discharged by payment of a capital sum or sums, and accordingly 
His Majesty may agree that the capital sum or sums so paid shall 
be repaid either by instalments or otherwise, and such repayments 
shall be deemed to be remissions for the purposes of this j^^ction. 

(5) In this» chapter ‘ cash contributions ’ means — 

(а) periodical contributions in acknowledgment of the suzerainty 

of His Majesty including contributions payable in con- 
nexion with any arrangement for the aid and protection 
of a State by His Majesty, and contributions in commu- 
tation of any obligation of a State to provide military 
assistance to His Majesty, or in respect of the main- 
tenance by His Majesty of a special force for service in 
connexion with a State, or in respect of the maintenance 
of local military forces or police, or in respect of the 
expenses of an agent ; 

(6) periodical contributions fixed on the creation or restoration 

of a State, or on a re-grant or increase of territory, 
including annual payments for grants of land on perpetual 
tenure or for equalization of the value of exchanged 
territory ; 

(c) periodical contributions formerly payable to another State 
but now payable to His Majesty by right of conquest, 
assignment or lapse. 

(б) In this chapter * privilege or immunity * means any such 
right, privilege, advantage or immunity of a financial character as 
is hereinafter mentioned, that is to say — 

(a) rights, privileges or advantages in respect of, or connected 

with, the levying of sea customs or the production and 
sale of untaxed salt; ^ 

(b) sums receivable in respect of the abandonment or surrender 

of the right to levy internal customs duties, or to produce 
or manufacture salt, or to tax salt or other commodities 
or goods in transit, or sums receivable in lieu of grants of 
free salt; 

(c) the annual value to the Euler of any privilege or territory 

granted in respect of the abandonment or surrender of 
any such right as is mentioned in the last preceding 
paragraph ; 

(d) privileges in respect of free service stamps or the free 

carriage of State mails on government business; 

(e) the privilege of entry free from customs duties of goods im- 

ported by sea and transported in bond to the State in 
question; and 

(/) the right to issue currency notes; 

not being a right, privilege, advantage or immunity surrendered upon 
the accession of the State, or one which, in the opinion of His 
Majesty, for any other reason ought not to be taken into account for 
the purposes of this chapter, 

(7) An Instrument of Accession of a State shall not be deemed ® 
to be suitable for acceptance by His Majesty, unless it contains such 
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particulars as appear to His Majesty to be necessary to enable due 
effect to be given to the provisions of this and the next but one 
succeeding sections, and in particular provision for determining from 
time to time the value to be attributed for the purposes of those 
provisions to any privilege or immunity the value of which is fluctu™ 
ating or ^mcertain, 

148. Any payments made under the last preceding section and 
any payments heretofore made to any State by the Governor- General 
in Council or by any Local Government under any agreements made 
with that State before the passing of this Act, shall be charged on 
the revenues of the Federation or on the revenues of the corresponding 
Province under this Act, as the case may be. 

149. Where under the foregoing provisions of this chapter there 
is made in any year by the Federation to a Federated State any 
payment or distribution of, or calculated by reference to, the net 
proceeds of any duty or tax, the value in and for that year of any 
privilege or immunity enjoyed by that State in respect of any former 
or existing source of revenue from a similar duty or tax or from 
goods of the same kind, being a privilege or immunity which has 
not been otherwise taken into account shall, if and in so far as the 
Act of the Federal Legislature under which the payment or distri- 
bution is made so provides, be set off against the payment or 
distribution. 


Miscellaneous Financial Provisions 

150. (1) No burden shall be imposed on the revenues of the 
Federation or the Provinces except for the purposes of India or some 
part of India. 

(2) Subject as aforesaid, the Federation or a Province may 
make grants for any purpose, notwithstanding that the purpose is 
not one with respect to which the Federal or the Provincial Legis- 
lature, as the case may be, may make laws. 

151. (1) Eules may be made by the Governor-General and by 
the Governor of a Province for the purpose of securing that all 
moneys received on account of the revenues of the Federation or of 
the Province, as the case may be, shall, with such exceptions, if any, 
as may be specified in the rules, be paid into the public account of 
the Federation or of the Province, and the rules so made may pre- 
scribe, or authorize some person to prescribe, the procedure "to be 
followed in respect of the payment of moneys into the said account, 
the withdrawal of moneys therefrom, the custody of moneys therein, 
and any other matters connected with or ancillary to the matters 
aforesaid. 

(2) In the exercise of his powers under this section the Governor- 
General or a Governor shall exercise his individual judgment. 

152. (1) The functions of the Governor- General with respect to 
the following matters shall be exercised by him in his discretion, that 
is to say-— 

(a) the appointment and removal from office of the Governor 
and Deputy-Governors of the Eeserve Bank of India, the 
approval of their salaries and allowances, and the fixing 
of their terms of office; 



APPENDIX 0 473 

(&) the appointment of an officiating Governor or Deputy- 
Governor of the Bank; 

(c) the supersession of the Central Board of the Bank and any 

action consequent thereon; and 

(d) the liquidation of the Bank. 

(2) In nominating directors of the Deserve Bank of Iplia and 
in removing from^ office any director nominated by him, the (jovernor- 
General shall exercise his individual judgment. 

153. No BiD or amendment which affects the coinage or currency 
of the Federation or the constitution or functions of the Eeserve 
Bank of India shall be introduced into or moved in either Chamber 
ot the Federal Legislature without the previous sanction of the 
Governor- General in his discretion. 

154. Property vested in His Majesty for purposes of the govern* 
ment of the Federation shall, save in so far as any Federal law may 
otherwise provide, be exempt from all taxes imposed by, or by any 
authority within, a Province or Federated State: 

Pro\iclecl that, until any Federal law otherwise provides, any 
property so vested which was immediately before the commencement 
of Part III of this Act liable, or treated as liable, to any such tax, 
shall, so long as that tax continues, continue to be liable, or to be 
treated as liable, thereto. 

155. (1) Subject as hereinafter provided, the Government of a 
Province and the Euler of a Federated State shall not be liable to 
Federal taxation in respect of lands or buildings situate in British 
India or income accruing, arising, or received in British India: 

Provided that — 

(a) where a trade or business of any kind is carried on by or 

on behalf of the Government of a Province in any part of 
British India outside that Province or by a Euler in any 
part of British India, hothing in this sub-section shall 
exempt that Government or Euler from any Federal 
taxation in respect of that trade or business, or any ope- 
rations connected therewith, or any income arising in 
connexion therewith, or any property occupied for the 
purposes thereof; 

(b) nothing in this sub- section shall exempt a Euler from any 

Federal taxation in respect of any lands, buildings or 
income being his personal property or personal income, 

(2) Nothing in this Act affects any exemption from taxation 
^enjoyed as of right at the passing of this Act by the Euler of an 
Indian State in respect of any Indian Government securities issued 
before that date. 

156. Where under the provisions of this Act the expenses of 
any court or commission, or the pension payable to or in respect 
of a person who has served under the Crown in India, are charged 
on the revenues of the Federation or the revenues of a Province, 
then if — 

(a) in the case of a charge on the revenues of the Federation, 
the court or commission serves any of the separate needs 
of a Province, or the person has served wholly or in part 
in connexion with the affairs of a Province, or 
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(b) in tlie case of a charge on the revenues of a Province, the 
court or commission serves any of the separate needs of 
the Federation or another Province, or the person has 
served wholly or in part in connexion with the alT«airs of 
the Federation oi another Province 
there sfeli be charged on and paid out of the revenues of the Province 
or, as the case may be, the revenues of the Federation or of the 
other Province, such contribution in respect of the expenses or pension 
as may be agreed, or as may in default of agreement be determined 
by an arbitrator to be appointed by the Chief Justice of India, 

157. (1) The Federation and every Province shall secure that 
there are from time to time in the hands of the Secretary of State 
sufficient moneys to enable him to make such payments as he may 
have to make in respect of any liability which falls to be met out 
of the revenues of the Federation or of the Province as the <*ase 
may be. 

(2) Without prejudice to their obligations under the preceding 
sub-section, the Federation and every Province shall secure that there 
are from time to time in the hands of the Secretary of State and 
the High Commissioner sufficient moneys to enable payment to be 
made of all pensions payable out of the revenues of the Federation 
or the Province, as the case may be, in the United Kingdom or 
through officers accounting to the Secretary of State or to the High 
Commissioner. 

158. (1) His Majesty in Council may make such provisions as 
may appear to him to be necessary or proper for defining and regu- 
lating the relations between the monetary systems of India and Burma 
and for purposes connected with or ancillary to those purposes, and 
in particular, but without prejudice to the generality of this section, 
such provision as may appear to His Majesty to be necessary or 
proper for the purpose of giving effect to any aiTangements with 
respect to the said matters made before the commencement of 
Part HI of this Act with the approval of the Secretary of State by 
the Governor of Burma in Council with the Governor- General in 
Council or any other persons. 

(2) Any sums required by an Order under this section to be 
paid by the Federation shall be charged on the revenues of the 
Federation. 

169. His Majesty in Council may make provision for the grant 
of relief from any Federal tax on income in respect of income taxed 
or taxable in Burma. 

160 With a view to preventing undue disturbance oi trade^ 
between India and Burma in the period immediately following the 
separation of India and Burma and with a view to safeguarding the 
economic interests of Burma during that period, His Majesty may 
by Order In Council give such directions as he thinks lit for those 
purposes with respect to the duties which are, while fhe Order m 
in force, to be levied on goods imported into or exported from India 
or Burma and with respect to ancillary and related matters. 
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CHAPTEE IT 
BOEEOWING AND AUDIT 
* Borrowing 

161. Upon the commencement of Part III of this Act all powers 
Tested in the Secretary of State in Council of borrowing on the 
security of the reTenues of India shall cease and determine, but 
nothing in this section affects the provisions of Part XIII of this 
Act n ith respect to borrowing in sterling bv the Secretary of 
State. 

162. Subject to the provisions of Part XIII of this Act with 
respect to borrowing in sterling, the executive authority of the Fede- 
ration extends to borrowing upon the security of the revenues of the 
Federation within such limits, if any, as may from time to tinie be 
fixed by Act of the Federal Legislature and to the giving of guarantees 
within such limits, if any, as may be so fixed. 

163 . ( 1 ) Subject to the provisions of this section, the executive 
authority of a Province extends to borrowing upon the security of 
the revenues of the province wdthin such limits, if any, as may 
from time to time be fixed by the Act of the Provincial Legislature 
and to the giving of guarantees within such limits, if any, as may 
be so fixed. 

(2) The Federation may, subject to such conditions, if any, as 
it may think fit to impose, make loans to, or, so long as any limits 
fixed under the last preceding section are not exceeded, give guarantees 
in respect of loans raised by, any Province and any sums required 
for the purpose of making loans to a Province shall be charged on 
the revenues of the Federation. 

(3) A Province may not without the consent of the Federation 
borrow outside India, nor wdthout the like consent raise any loan 
if there is still outstanding any part of a loan made to the Province 
by the Federation or by the Governor- Genera I in Council, or in 
respect of which a guarantee has been given by the Federation or by 
the Governor- General in Council. 

A consent under this sub-section may be granted subject to such 
conditions, if any, as the Federation may think fit to impose. 

(4) A consent required by the last preceding sub-section shall 
not be unreasonably wdthheld, nor shall the Federation refuse, if 
sufficient cause is showm, to make a loan to, or to give h guarantee 
in respect of a loan raised by, a Province, or seek to impose in 
respeefe of any of the matters aforesaid any condition which is un- 
reasonable, and, if any dispute arises whether a refusal of consent, 
or a refusal to make a loan or to give a guarantee, or any condition 
insisted upon, is or is not justifiable, the matter shall be referred 
to the Governor- General and the decision of the Governor-General in 
his discretion shall be final. 

164. The federation may. subject to such conditions, if any, as 
It may think fit to impose, make loans to, or, so long as any limits 
fixed under the last but one preceding section are not exceeded, give 
guarantees in respect of loans raised by, any Federated State, 
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165. (1) The Colonial Stock Acts, 1877 to 1900, shall, notwith- 
standing anything to the contrary in those Acts, apply in relation to 
sierliiig stock issued after the establishment ot the Federation and 
forming part of the public debt of the Federation as they apply in 
relation to stock forming part of the public debt ot any British 
Possession* mentioned in those Acts, so however that nothing in 
section twenty of the Colonial Stock Act, 1877, shall be construed 
as compelling a person desiious of bringing proceedings to proceed 
in the manner therein specified and that, until Parliament otherwise 
determines, any conditions prescribed b> the Treasury under section 
two of the Colonial Stock Act. 1900, shall be deemed to have been 
complied with with respect to all such stock so issued by the 
Federation. 

(2) The expression * colonial stock ’ in section eleven of the 
Trusts (Scotland) Act, 1921, shall include any stock in relation to 
which the said Acts applv by virtue of this section. 

(3) Til paragraph (d) of subsection (1) of section one of the 
Trustee Act, 1925, the words ' or any other securities the interest in 
sterling whereon is payable out of, and charged on the revenues of 
India ’ shall be repealed : 

Provided that, notwithstanding anything in this Act, any securi- 
ties which by virtue of the said words w^ere immediatelv before the 
commencement of Part III of Ihis Act securities in wFich a trustee 
might invest trust funds shall continue to he securities in which a 
trustee may invest such funds. 

Audit and Accov^its 

166. (1) There shall be an Auditor-General of India, who shall 

be appointed by His Majesty and shall only be removed from office 
in like manner and on the like grounds as a judge of the Federal 
Court. r 

(2) The conditions of service of the Auditor-General shall be 
such as may be prescribed by His Majesty in Council, and he shall 
not be eligible for further office under the Crown in India after 
he has ceased to hold his office: 

Provided that neithei the salary of an Auditor-General nor his 
rights in respect of leave of absence, pension or age of retirement 
shall be varied to his disadvantage after his appointment. 

(B) The xA^uditor-General shall perform such duties and exercise 
such powers in relation to the accounts of the Federation and of 
the Provinces as may be prescin'bed by, or by rules made under, an 
Order of His Majesty in Council, or by mj subsequent 4ct of the ** 
Federal Legislature varying or extending such an Order: 

Provided that no Bill or amendment for the purpose aforesaid 
shall be introduced or moved without the previous sanction of the 
Governor- General in his discretion. 

(4) The salary, allowances and pension payable to or in respect 
of an \uditor-Genera] shall be charged on the revenues of the Fede- 
ration, and the salaries, allowances and pensions payable to or in 
respect of members of his staff shall be paid out of those revenues. 

167. (1) If a Provincial Legislature after the expiration of two 
years from the oommencemeni of Part III of this Act passes an 
Act charging the salary of an Auditor- General for that Province on 
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the revenues of the Pro\mee, an Auditor-General of the Province may 
be appointed by His Majesty to perform the same duties and to 
exercise the same po\\ers in relation to the audit of the accounts of 
the Province as would be performed and exercised by the Auditor- 
General of India li an Auditoi -General of the Province had not been 
appointed : 

Provided that no appointment of an Auditor- General m a Pro- 
vince shall be made until the expiration of at least three years from 
the date of the Act of the Provincial Legislature bj which provision 
is made for an Auditor- Genera] of that Province. 

(2) The provisions of the last preceding section shall apply in 
relation to the Auditor- General of a Province and his staff as the}' 
apply in relation to the Auditor- General of India and bis styff. subject 
to the following modihcations, that is to say — 

(a) a person w’-ho is, or has been, Auditor- General of a Province 

shall be eligible for appointment as Audi tor- General of 
India ; 

(b) in sub-section (B) of the said section, for the reference to 

the Federal Legislature there shall be substituted a 
reference to the Provincial Legislature, and for the refer- 
ence to the Govern or- General there shall be substituted a 
reference to the Governor; and 

(c) in sub-section (4) of the said section for the reference to the 

revenues of the Federation there shall be substituted a 
reference to the revenues of the Province: 

Provided that nothing in this section shall derogate from the 
power of the Auditor- General of India to give such directions in 
respect to the accounts of Provinces as are mentioned in the next 
succeeding section. 

168. The accounts of the Federation shall be kept in such form 
as the Auditor- General of India may, with the approval of the 
Governor-General, prescribe and in"' so far as the Auditor-General of 
India may, with the like approval, give any directions with regard 
to the methods or principles in accordance with which any accounts 
of Provinces ought to be kept, it shall be the duty of every Provincial 
Government to cause accounts to be kept accordingly. 

169. The reports of the Auditor-General of India relating to the 
accounts of the Federation shall be submitted to the Governor- 
General, who shall cause them to be laid before the Federal Legis- 
lature, and the reports of the Auditor- General of India or of the 
Auditor- General of the Province, as the case may be, relating to 
the accounts of a Province shall be submitted to the Governor of the 
Province who shall cause them to be laid before the Provincial 
Legislature. 

170. (1) There shall be an Auditor of Indian Home Accounts who 
shall be appointed by the Governor- General in his discretion and 
shall only be removed from office in like manner and on the like 
grounds as a judge of the Federal Court. 

(2) The conditions of service of the Auditor of Indian Home 
Accounts shall be such as may be prescribed by the Governor-General 
In his discretion: 

Provided that neither the salary of an Auditor of Indian Home 
Accounts n<^r his rights in respect of leave of absence, pension or 
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age of retirement shall be varied to his disadvantage alter his 
appointment. 

(3) The Auditor of Indian Home Accounts shall perform such 
duties and exercise such powers in relation to transactions in the 
United Kingdom affecting the revenues of the Federation, of the 
Federal ^Eailway Authority, or of any Province, as may be pre- 
scribed by, or by rules made under, an Order of. His Majesty in 
Council, or by any Act of the Federal Legislature varying or extending 
such an Order: 

Provided that no Bill or amendment for the purpose aforesaid 
shall be introduced or moved without the prior sanction of the 
Governor- General in his discretion. 

(4) The reports of the Auditor of Indian Home Accounts relat- 
ing to such transactions as aforesaid shall be submitted to the Auditor- 
General of India, or, in the case of transactions affecting the revenues 
of a Province which has an Auditor- General, to the Auditor-General 
of the Province, and shall be included by any such Auditor- General 
in the reports which under this Part of this Act he is required to 
submit to the Governor- General or, as the case ma^^ be, to the 
Governor. 

(5) The Auditor of Indian Home Accounts shall be subject to 
the general superintendence of the Auditor- General of India. 

(6) The salary, allowances and pension payable to or in respect 
of the Auditor of Indian Home Accounts shall be charged on the 
revenues of the Federation, and the salaries, allowances and pensions 
payable to or in respect of members of his staff shall be paid out of 
those revenues. 

(7) His Majesty in Council may require the Auditor of Indian 
Home Accounts to perform in relation to Burma all or any of the 
functions which he performs in relation to India, and may fix the 
payments to be made in respect of his services from the revenues 
of Burma to the revenues of the Federation, and may make such 
incidental and consequential provision as may appear to him to be 
proper. 

171. The accounts relating to the discharge of the functions of 
the Grown in its relations with Indian States shall be audited by the 
Auditor- General of India, or, in so far as those accounts concern 
transactions in the United Kingdom, by the Auditor of Indian Home 
Accounts acting on his behalf and under his general superintendence, 
and the Auditor-General of India shall make to the Secretary of 
State annual reports on the accounts so audited by him or on his 
behalf. 



APPENDIX D ^ 

GOVEENMBNT OF INDIA ACT, 1935 

Seventh SoHEDXJjuE 
Legislative Lists 
List I 

Federal Legislative List 

1. His Majesty's navai, military and air forces borne on the 
Indian establishment and any other armed force raised in India by 
the Crown, not being forces raised for employment in Indian States 
or military or armed police maintained by Provincial Governments; 
any armed forces which are not forces of His Majesty, but ai’e 
attached to or operating with any of His Majesty's naval, military 
or air forces borne on the Indian establishment; central intelligence 
bureau; preventive detention in British India for reasons of State 
connected with defence, external affairs, or the discharge of the 
functions of the Crown in its relations with Indian States. 

2. Naval, military and air force works; local self-govermnent in 
cantonment areas (not being cantonment areas of Indian State 
troops) the regulation of house accommodation in such areas, and, 
within British India, the delimitation of such areas. 

3. External affairs; the implementing of treaties and agreements 
with other countries; extradition, incjuding the surrender of criminals 
and accused persons to parts of His Majesty’s dominions outside 
India. 

4. Ecclesiastical affairs, including European cemeteries. 

5. Currency, coinage and legal tender. 

6. Public debt of the Federation. 

7. Posts and telegraphs, including telephones, wireless, broad- 
casting, and othei* like forms of communication; Post Office Savings 
Bank. 

8. federal. Pulilic Services and Federal Public Service 

Commission. 

^ 9. Federal pensions, that is to say, pensions payable by the 
Federation or out of Federal revenues. 

10. Works, lands and buildings vested in, or in the possession 
of, His Majesty for the purposes of the Federation (not being naval, 
military or air force woi’ks), but, as regards property situate in a 
Province, subject always to Provincial legislation, save in so far as 
Federal law otherwise provides, and, as regards property in a Fede- 
rated State held by virtue of any lease or agreement with that State, 
subject to the terms of that lease or agreement. 

11. The Imperial Library, the Indian Museum, the Imperial War 
Museum, the Victoria Memorial, and any similar institution con- 
trolled or financed by the Federation. 
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12. Federal agencies and institutes lor tlie following purposes, 
that is to say, for research, for professional or technical training, or 
lor the promotion of special studies. 

18. The Benares Hindu University and the Aligarh Muslim 
University. 

14. \Tiie Survey oi India, the Geological, Botanical and Zoolo- 
gical Surveys of India; Federal meteorological organizations. 

15. Ancient and historical monuments; archaeological sites and 
remains. 

16. Census. 

17. Admission into, and emigration and expulsion from, India, 
including in relation thereto the regulation of the movements in India 
of persons who are not British subjects domiciled in India, subjects 
of any Federated State, or British subjects domiciled in the TTiiited 
Kingdom; pilgrimages to places beyond India. 

18. Port quarantine; seamen's and marine hospitals and hos- 
pitals connected with port quarantine. 

19. Import and export across customs irontiers as detined by the 
Federal Government. 

20. Federal railways; the regulation of all railways other than 
minor railways in respect of safety, maximum and minimum rates 
and fares, station and service terminal charges, iiiierchange of traffic 
and the responsibility of railway administrations as carriers of goods 
and passengers; the regulation of minor railways in respect of safety 
and the responsibility of the administrations of such railways as 
carriers of goods and passengers. 

21. Maritime shipping and navigation, including shipping and 
navigation on tidal waters; Admiralty jurisdiction. 

22. Major ports, that is to say, the declaration and delimitation 
of such ports, and the constitution and powers of Port Authorities 
therein. 

23. Fishing and fisheries beyond territorial waters. 

24. Aircx^aft and air navigation; the provision of aerodromes; 
regulation and organisation of air traffic and of aerodromes. 

25. Lighthouses, including lightships, beacons and other provi- 
sion for the safety of shipping and aircraft. 

26. Carriage of passengers of goods by sea or by air. 

27. Copyright, inventions, designs, trademarks and merchandise 
marks. 

28* Cheques, bills of exchange, promissory notes and other like 
instruments, 

29. Arms; firearms; ammunition. 

30. Explosives. 

31. Opium, so far as regards cultivation and manufacture, or 
sale for export. 

32. Petroleum and other liquids and substances declared by 
Federal law" to be dangerously infiammable, so far as regards posses- 
sion, storage and transport. 

* Corporations, that is to say, the incorporation, regulation and 
wmding-up of trading corporations, including banking, insurance and 
financial corporations, but not including corporations owned or con- 
trolled by a Federated State and carrying on business only within 
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that State or co-operative societies, and oi (corporations, wliether 
trading or not, with objects not confined to one unit. 

34. Development of industries, where development under Federal 

control is declared by Federal law to be expedient in the public 
interest. ^ 

35. Regulation of labour and safety in mines and oiMields. 

30. Regulation of mines and oilfields and mineral development to 

the extent to which such regulation and development under Federal 
control ib declared by Federal law to be expedient in the public 
interest. 

37. The law of insurance, except as respects insurance under- 
taken by a Federated State, and the regulation of the conduct of 
insurance business, except as respects business undertaken by a 
Federated State; Government insurance, exce23t so far as undertaken 
by a Federated State, or, by virtue of any entry in the Pro- 
vincial Legislative List or the Concurrent Legislative List, by a 
Province. 

38. Banking, that is to sa^^ the conduct of banking business by 
corporations other than corporations owned or controlled by a Fede- 
rated State and carrying on business only within that State, 

39. Extension of the powers and jurisdiction of members of a 
police force belonging to any part of British India to an}’* area in 
another Governor’s Province or Chief Commissioner’s Province, but 
not so as to enable the police of one part to exercise powers and 
jurisdiction elsewhere without the consent of the Government of the 
Province or the Chief Commissioner, as the case may be; extension 
of the powers and jurisdiction of members of a police force belonging 
to any unit to railway areas outside that unit. 

40 . Elections to the Federal Legislature, subject to the provi- 
sions of this Act and of any Order in Council made thereunder. 

41 . The salaries of ihe Federal Ministers, of the President and 
Vice-President of the Council of State and of the Speaker and Deputy 
Speaker of the Federal Assembly; the salaries, allowances and privi- 
leges of the members of the Federal Legislature; and, to such extent 
as is expressly authorized by Part II of this Act, the punishment of 
persons who refuse to give evidence or produce documents before 
Committees of the Legislature. 

42 . Offences against laws with respect to any of the matters in 
this list. 

43. Inquiries and statistics for the purposes of any of the matters 
in this list. 

44. Duties of customs, including export duties. 

45. Duties of excise on tobacco and other goods manufactured 
or produced in India except — 

(a) alcoholic liquors for human consumption; 

(b) opium, Indian hemp and other narcotic drugs and narcotics; 

non-narcotic drugs; 

(o) medicinal and toilet preparations containing alcohol, or any 
substance included in sub-paragraph (b) of this entry. 

46. Corporation tax. 

47. Sait, 

48. State lotteries. 

49 . N aturalization. 

31 
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50. Migration within India from or into a GoTcrnor’s Province 
or a Chief Commissioner's Province. 

51. Establishment of standards of weight. 

52. Eanchi European Mental Hospital. 

53. -Jurisdiction and powers of all courts, except the Federal 
Court, w'th respect to any of the matters in this list and, to such 
extent as is expressly authorized by Part IX of this •Act, the enlarge- 
ment of the appellate jurisdiction of the Federal Court, and the 
conferring thereon of supplemental powers. 

54. Taxes on income other than agricultural income. 

55. Taxes on the capital value of the assets, exclusive of agri- 
cultural land, of individuals and companies; taxes on the capital of 
companies. 

66. Duties in respect of succession to property other than agri- 
cultural land. 

57. The rates of stamp duty in respect of bills of exchange, 
cheques, promissory notes, bills of lading, letters of credit, policies 
of insurance, proxies and receipts. 

68. Terminal taxes on goods or passengers carried by rail^vay or 
air; taxes on railway fares and freights. 

59. Fees in respect of any of the matters in this list, but not 
including fees taken in any Court. 

List II 

Provincial Legislative List 

1. Public order (but not including the use of His Majesty's naval, 
military or air forces in aid of the civil power); the administration 
of justice; constitution and organisation of all courts, except the 
Federal Court, and fees taken therein; preventive detention for 
reasons connected with the mamtenanee of public order; persons 
subjected to such detention. 

2. Jurisdiction and powers of all courts except the Federal Court, 
with respect to any of the matters in this list; procedure in Eent 
and Eevenue Courts. 

3. Police, including railway and village police. 

4. Prisons, reformatories, Borstal institutions and other institu- 
tions of a like nature, and persons detained therein; arrangements 
with other units for the use of prisons and other institutions. 

5. Public debt of the Province. 

6. Provincial Public Services and Provincial Public Service 

Commissions. « 

7* Provincial pensions, that is to say, pensions payable by the 
Province or out of Provincial revenues. 

8. Works, lands and buildings vested in or in the possession of 
His Majesty for the purposes of the Province. 

9. Compulsory acquisition of land. 

10. Libraries, museums and other similar institutions controlled 
or financed by the Province. 

H, Elections to the Provincial Legislature, subject to the pro- 
visions of this Act and of any Order in Council made thereunder. 

12. The salaries of the Provincial Ministers, of the Speaker and 
Deputy Speaker of the Legislative Assembly, and, there is a 
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Legislative Council, of the President and Deputy President thereof; 
the salaries, allowances and privileges of the members of the Provin- 
cial Legislature; and, to such extent as is expressly authorized by 
Fart III of this Act, the punishment of persons who refuse to give 
evidence or produce documents before Committees of the Flovincial 
Legislature. ^ 

13. Local Clovernment, that is to say, the constitution and 
powers of municipal corporations, improvement trusts, district boards, 
mining settlement authorities and other local authorities for the 
purpose of local self-government or village administration. 

14. Public health and sanitation; hospitals and dispensaries; 
registration of births and deaths. 

15. Pilgrimages, other than pilgrimages to places beyond India, 

16. Burials and burial grounds. 

17. Education. 

18. Communications, that is to say, roads, bridges, ferries, and 
other means of communication not specified in List I; minor railways 
subject to the provisions of List I with respect to such railways; 
municipal tramways; ropeways; inland waterways and traffic thereon 
subject to the provisions of List III with regard to such waterways; 
ports, subject to the provisions in List I with regard to major ports; 
vehicles other than mechanicall^r propelled vehicles. 

19. Water, that is to say, water supplies, irrigation and canals, 
drainage and embankments, water storage and water power. 

20. Agriculture, including agricultural education and research, 
protection against pests and prevention of plant diseases; improve- 
ment of stock and prevention of animal diseases; veterinary training 
and practice; pounds and the prevention of cattle trespass. 

21. Land, that is to say, rights in or over land, land tenures, 
including the relation of landlord and tenant, and the collection of 
rents; transfer, alienation and de\’oliition of agricultural land; land 
improvement and agricultural loans; colonization; Courts of Wards; 
encumbered and attached estates; treasure trove. 

22. Forests. 

. 23. Begulation of mines and oilfields and mineral development 
subject to the provisions of List I with respect to regulation and 
development under Federal control. 

24. Fisheries, 

25. Protection of wild birds and %vild animals. 

26. Gas and gasworks. 

27. Trade and commerce within the Province; markets and fairs; 
^ money lending and money lenders. 

28. Inns and innkeepers. 

29. Production, supply and distribution of goods; development of 
industries, subject to the provisions in List I with respect to the 
development of certain industries under Federal control, 

30. Adulteration of foodstufis and other goods; weights and 
measures, 

31. Intoxicating liquors and narcotic drugs, that is to say, the 
production, manufacture, possession, transport, purchase and sale of 
intoxicating liquors, opium and other narcotic drugs, but subject, as 
respects opium, to the provisions of List I and, as respects poisons 
and dangerous drugs, to the provisions of List III, 
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32. EeiieX of the poor; unemployment. 

33. The incorporation, regulation, and winding-up of corporations 
other than corporations specified in List I; unincorporated^ trading, 
literary, scientific, religious and other societies and associations; co- 
operative^ societies. 

34. (liarities and charitable institutions; charitable and religious 
endowments. 

35. Theatres, dramatic performances and cinemas,^ but not in- 
cluding the sanction of cinematograph films for exhibition, 

36. Betting and gambling. 

37. Offences against laws with respect of any of the matters in 
this list. 

38. Inquiries and statistics for the purpose of any of the matters 
in this list. 

39. Land revenue, including the assessment and collection of 
revenue, the maintenance of land records, survey for revenue pur- 
poses and records of rights, and alienation of revenue. 

40. Duties of excise on the following goods manufactured or pro- 
duced in the Province and countervailing duties at the same or lower 
rates on similar goods manufactured or produced elsewhere in India — 

(a) alcoholic liquors for human consumption; 

(b) opium, Indian hemp and other narcotic drugs and narcotics; 

non-narcotic drugs; 

(c) medicinal and toilet preparations containing alcohol or any 

substance included in sub-paragraph (6) of this entry. 

41. Taxes on agricultural income. 

42. Taxes on lands and buildings, hearths and windows. 

43. Duties in respect of succession to agricultural land. 

44. Taxes on mineral rights, subject to any limitations imposed 
by any Act of the Federal Legislature relating to mineral development. 

45. Capitation taxes. 

46. Taxes on professions, trades, callings and employments. 

47. Taxes on animals and boats. 

48. Taxes on the sale of goods and on advertisements. 

49. Cesses on the entry of goods into a local area for consump- 
tion, use or sale therein. 

50. Taxes on luxuries, including taxes on entertainmenis, amuse- 
ments, betting and gambling. 

61. The rates of stamp duty in respect of documents other than 
those specified in the provisions of List I with regard to rates of 
stamp duty. 

62. Dues on passengers and goods carried on inland waterwavs, 

63. Toils. 

54. Fees in respect of any of the matters in this list, but not 
including fees taken in any Court. 

List III 

Concurrent Legislative List 

PART I 

1. Criminal law, including all matters included in the Indian 
Penal Code ^at the date of the passing of this Act, but excluding 
offences against laws with respect to any of the matters specified 
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in List I or List II and excluding the use of His Majesty’s naval, 
military, and air forces in aid of the civil power. 

2. Criminal Procedure, including ail matters included in the 
Code of Criminal Procedure at the date of the passing of this Act. 

B. Eemoval of prisoners and accused persons from one unit to 
another unit. ’ 

4. Civil Propedure, including the law of Limitation^ and ail 
matters included in the Code of Civil Procedure at the date of the 
passing of this Act; the recovery m a Governor’s Province or a Chief 
Commissioner’s Province of claims in respect of taxes and other 
public demands, including arrears of land revenue and sums recover- 
able as such, arising outside that Province. 

5. Evidence and oaths; recognition of la\\b, public acis and 
records and judicial proceedings. 

6. Marriage and divorce; infants and minors; adoption. 

7. Wills, intestacj?-, and succession, save as regards agricultural 
land. 

8. Transfer of property other than agricultural land; registration 
of deeds and documents. 

9. Trusts and Trustees. 

10. Contracts, including partnership, agency, contracts of car- 
riage, and other special forms of contract, but not including contracts 
relating to agricultural land. 

11. Arbitration. 

12. Bankruptcy and insolvency; administrators-general and offi- 
cial trustees. 

13. Stamp duties oilier than duties or fees collected by means of 
judicial stamps, but not including rates of stamp duty. 

14. Actionable wrongs, save in so far as included in laws with 
respect to any of the matters specified in List I or List II. 

15. Jurisdiction and powders of all courts except the Federal 
Court, with respect to any of the matters in this list. 

16. Legal, medical and other professions. 

17. Newspapers, books and printing presses. 

18. Lunacy and mental deficiency, including places for the recep- 
tion or treatment of lunatics and mental deficients. 

19. Poisons and dangerous drugs. 

20. Mechanically propelled vehicles. 

2L Boilers. 

22. Prevention of cruelty to animals, 

23. European vagrancy; criminal tribes. 

24. Inquiries and statistics for the purpose of any of the matters 
In this Part of this List. 

25. Fees in respect of any of the matters in this Part of this 
List, but not including fees taken in any Court. 

PART II 

Section 126 (2) 

26. Factories. 

27. Welfare of labour; conditions of labour; provident funds, 
employers’ liability and workmen’s compensation; health insurance, 
including invalidity pensions; old age pensions. 


486 


FEDEBAL FINANCE IN INDIA 


28. Unemployment insurance- 

29. Trade unions; industrial and labour disputes. 

80. The prevention of the extension from one unit to another of 
infectious or contagious diseases or pests affecting men, animals or 
plants. 

81. '•Electricity. 

82. Shipping and navigation on inland waterways as regards 
mechanically propelled vessels, and the rule of the road on such 
waterw^ays; carriage of passengers and goods on inland waterways. 

88. The sanctioning of cinematograph dims for exhibition. 

84. Persons subjected to preventive detention under Federal 
authority. 

85. Inquiries and statistics for the purpose of any of the matters 
in this Part of this List. 

86. Fees in respect of any of the matters in this Part of this 
List, but not including fees taken in any Court. 
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THE GOVPENMENT OF INDIA (DISTEIBUTION'^OF 
EEVBNUES) OEDEE, 1936 

At the Court at Buckingham Palace, 
the Srd of July, 1936 

Present: 

The King’s Most Excellent Majesty in Council 

Whebeas by subsection (1) of section one hundred and thirty- 
eight of the Government of India xict, 1935 (hereafter in this Order 
referred to as * the Act ’) it is provided that taxes on income other 
than agricultural income shall be levied and collected by the Fede- 
ration, but that (subject to the provisions of the said subsection with 
respect to surcharges for Federal purposes) a percentage to be pre- 
scribed by His Majesty in Council of the net proceeds in any financial 
year of any such tax, except in so far as those proceeds represent 
proceeds attributable to Chief Commissioners’ Provinces or to taxes 
payable in respect of Federal emoluments, shall be assigned to the 
Provinces and to the Federated States, if any, within which that 
tax is leviable in that year, and shall be distributed among the Pro- 
vinces and those States in such manner as may be prescribed by His 
Majesty in Council : 

And Whebeas by subsection (2) of the said section one hundred 
and thirty-eight the Federation is, notwithstanding anything in sub- 
section (1) of that section, authorfeed to retain out of the moneys 
assigned by the said subsection ( 1 ) to Provinces and States — 

(a) in each year of a period to be prescribed by His Majesty 

in Council such sum as may be so prescribed; 

(b) in each year of a further period to be so prescribed a sum 

less than that retained in the pi’eceding year by an 

amount, being the same amount in each year, so calculat- 
ed the sum to be retained in the last year of the period 
will be equal to the amount of each such annual 

reduction : 

^ And Whebeas by subsection (2) of section one hundred and forty 
of the Act it is provided that one-half, or such greater pro- 

portion as His Majesty in Council may determine, of the net 
proceeds in each year of any export duty on jute or jute products 
shall be assigned to the Provinces or Federated States in which jute 
is grown in proportion to the respective amounts of jute grown 
therein ; 

And Whebeas by section one hundred and forty-two of the Act 
it is provided that such sums as may be prescribed by His Majesty 
in Council shall be charged on the revenues of the Federation in each 
year as grants in aid of the revenues of such Provinces as His 
Majesty may determine to be in need of assistance : 
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And Whereas by virtue of the provisions of Part XIII of the Act 
references in the subsections and sections aforesaid to the Federation 
are, as respects the period elapsing between the commencement of 
Part III of the Act and the establishment of the Federation, to be 
construed as references to the Governor- General in Council: 

And^Whereas a draft of this Order has been laid before Parlia- 
ment in %ccordance with the provisions of subsection (1) of section 
three hundred and nine of the Act and an Address has been presented 
to His Majesty by both Houses of Parliament pra^dng that an Order 
may be made in the terms of this Order: 

Now Therefore, His Majesty, in the exercise of the powers 
conferred on him as aforesaid and of all other powers enabling him 
in that behalf, is pleased, by and with the advice of His Privy 
Council, to order, and it is hereby ordered, as follows: 


Introductory 

1. This Order may be cited as * The Government of India 
(Distribution of Eevenues) Order, 1936/ 

2» The Interpretation Act, 1889, applies for the interpretation 
of this Order as it applies for the interpretation of an Act of 
Parliament. 

8. As respects the period elapsing between the commencement 
of Part III of the Act and the establishment of the Federation, 
references in this Order to the Federation shall be construed as 
references to the Governor-General in Council . 

4. Any reference in this Order to a year shall be construed as a 
reference to a period of twelve months beginning on the first day 
of April 


Taxes on Income 

5* The percentage which under subsection (1) of section one 
hundred and thirty-eight of the Act is to be prescribed by His 
Majesty in Council shall be fifty per cent., and the sums falling to 
be distributed under that subsection in any year among the Pro- 
vinces shall be distributed as follows: 

Per cent. 


Madras 

... 15 

Bombay 

... 20 

Bengal 

. 20 

The United Provinces 

... 15 

The Punjab 

... 8 

Bihar 

... 10 

The Central Provinces and Berar 

... 5 

Assam 

2 

The North-West Frontier Province 

... 1 

Orissa 

... 2 

Sind 

... 2 


6, (1) The first of the periods to be prescribed by His Majesty 

Council under subsection (2) of the said section one hundred and 

thirty-eight shall be five years from the commencement of Part TIT 

0 
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of the Act and the sum to be retained by the Federation under that 
subsection shall, in each of those years, be either the whole of the 
moneys assigned by subsection (1) of the said section to Provinces 
and States, or such part thereof as will together with— 

(a) the Federation’s share of the divisible net proceeds of the 

taxes on income for that year; and t 

(b) the sum, if any, to be brought into account by the Federa- 

tion under sub-paragraph (3) of this paragraph, amount 
to thirteen crores of rupees, whichever is the less. 

(2) In this paragraph, * the divisible net proceeds of the taxes 
on income ’ means the net proceeds of the taxes on income to which 
the said section one hundred and thirty-eight relates, except in so 
far as they represent proceeds attributable to Chief Commissioners' 
Provinces or to taxes pa 3 ?'able in respect of Federal emoluments, or 
proceeds of any surcharge for Federal purposes. 

(3) The sum, if any, to be brought into account by the Fede- 
ration in any year for the purposes of sub-paragraph (1) of this 
paragraph shall be a sum to be ascertained by applying to the accounts 
of the railways, with such alterations in accounts as are necessitated 
by the separation of Burma, the principles laid down in the Eesolution 
of the Legislative Assembly of the twentieth clay of September 
nineteen hundred and twenty-four, and ascertaining in accordance 
with those principles what sum, if any, w'ould be the net amount 
payable for that year under clauses (2) and (3) of that Resolution 
to general revenues out of the net receipt of the railways: 

Provided that for the purpose of ascertaining the net amount 
so payable to general revenues, borrowings from the depreciation 
fund before the commencement of Part III of the Act shall be 
deemed not to be repayable, and arrears of contributions to general 
revenues for any 3 ^ear before the commencement of the said Part III 
shall be deemed not to be payable/ 

7. The second period to be prescribed by Ilis Majesty in Council 
under subsection (2) of the said section one hundred and thirty-eight 
shall be five years from the expiration of the first period prescribed 
thereunder. 


Jtde Export Duty 

8. The proportion of the net proceeds in each year of any export 
duty on jute or jute products which under subsection (2) of section 
one hundred and forty of the Act is to be assigned to the Provinces 
"*or Federated States in which jute is grown shall be sixty- two and 
one-half per cent. 


GvaniB-bi-aid to Certain Pivvinccs 

9. There shall be charged on the revenues of the Federation as 
grants in aid of the revenues of the Provinces mentioned in the 
Schedule to this Order the sums specified in that Schedule in 
relation to those Provinces respectively, in each of the years so 
specified. 


M. P. A. IIakeey 
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Schedule 

Grants to Certain Provinces 

1. The United Provinces. 25 lakhs of rupees in each year of 
the first* five years from the commencement of Part III of the Act. 

2. A^am. 30 lakhs of rupees in each year. 

3. The North-West Frontier Province. 100 lakTis of rupees in 
each year. 

4. Orma, In the first year after the commencement of Part III 
of the Act, 47 lakhs of rupees; in each of the next four succeeding 
years, 43 lakhs of rupees; and in every subsequent year, 40 lakhs of 
rupees. 

5. Sind. In the first year after the commencement of Part III 

of the Act, 110 lakhs of rupees; in each of the next nine years, 

105 lakhs of rupees; in each of the next twenty years, 80 lakhs of 
rupees, in each of the next five years, 65 lakhs of rupees; in each 

of the next five years, 60 lakhs of rupees; and in each of the next 

five years, 56 lakhs of rupees. 
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TABLE 1a— REVENUE OF CERTAIN LEADING COUNTRIES^ 


" 


Total 

Revenue 

Income-tax 

Inheritance 

tax 

Excise 

Customs 

Land and 
Property 

Tax ' 

* 

H bO 'S 
t5.S « 1 

TJ O *Xi 

o m <w 

g 

U.K. 

r 1928-29... 

836-4 

i 

295-4 

1 so - 6 

134*0 

l !9-0 

i 0-8 


G 00,0 G 0 

( 1935-36... 

824*8 

285-7 

80*0 

106*4 

188*6 

0*8 

... 

France 

( 1930-31... 

50465-1 

11846-6 

193-0 

3272-9 

5275-9 

1586-0 

9225-8 

Franc 



! 






000,000 

( 1033 ... 

40449*9 

7881-2 

218-0 

3287-0 

6691*7 

1059*0 

6024*6 

German}’" 

RM 

000,000 

j " 1928-29... 

7279*2 

371 S -1 

73-5 

1773*0 

1104*6 

450*8 

1000-1 

1 1934-35... 

6766-5 

2040-6 

72-5 

2224*9 

1249*6 

302 9 

2020-3 

Italy 

( 1928-29... 

20830*5 

360-5 

85-1 

23:0-6 

3 J 70-5 

1071*6 

4485*5 

Lira 









000,000 

1936-37... 

21564-5 

528-0 

163-0 

2097*2 

4083 0 

742*2 

4390*9 

Sweden 

( 1928-29... 

732*5 

149-3 


166-1 

154*0 



Kroner 









000,000 

1935-36... 

926*9 

148-0 

... 

262-5 

137*0 

11*7 


U. S. A- ^ 
$ 

000,000 1 

( 1928-29... 

3906-0 

2331-3 

... 

... 

602*8 

61-9 

... 

[ 1936-37... 

5328-2 

2372-9 

..I,. 

428-3 

446-8 

305*1 

... 

Canada i 

■ 1928-29... 

460-9 ' 

59-4 


63-7 

187*2 



C$ 1 


! 




81*5 



00,0,000 1 

, 1936-37... 

451-5 - 

1 

102-0 

j 

... 1 

45-5 

... 

... 

Anstraiia / 

i 

' 1928-29... 1 

i 

74-9 i 

9*8 

... 

11-6 

29-5 

5*1 


000,000 1 

1936-37... ‘ 

82-8 1 

j 

8-61 

j 

... 

14-2 

28*8 

1 

3*2 

... 

Japan { 
Yen \ 

'1928-20... ‘ 

1 

1551-3 , 

1 

230-8 1 

29-2 i 

32-61 

323*2 

15&*9 

67*8 

74*2 

000,000 ( 

. 1936 ... 1 

1601-8 

309-0 1 

1 

f 

338*0 

153*0 

5 S*S 

97-4 

Russia / 

' 1928-29... 

7364*0 

1135*5 

1 

T 7 

1802*7 

258*2 

449*4 

398-7 

Roubles 4 









000,000 ( 

1936-37... 

73565-0 

3237-3 

... 

... 

820*0 

1139*2 

62,950*4 

India ( 

' 1928-29... 

1289*8 

167-0 

«#• 

158*7 

468*1 

3*8 


Rs. 1 









000,000 ( 

1936-37... 

1227*6 

156-7 

... 

230-0 

414-2 

2*2 

... 


Compiled from Public Finance, 1928-35 (League of Nations) . 
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TABLE iB.-EZPENDITtTRE OF CERTAIN LEADING COUNTRIES^ 


Country 

#► 

Year 

Total 

Expendi- 

ture 

Defence 

Charges 

Home 
Depart- 
ment, Law 
& Justice, 
Police, etc. 

Education 

Public 

Health 

^ 9 H 

J-l 4-» 

€3 « O OJ 

£ 

U.^K. 1 

1 1928-29 ... 

818-0 

113-5 

12-1 

49-5 

23-5 

52-4 

000,000 ( 

1935-36 ... 

! 

824-3 

124-2 

17-0 

54-1 

23-3 

137-S 

France f 
Franc ] 

1930-31 ... 

50,398-2 

12,948-9 

322-9 

2,93-48 

1,247-2 

T 

000.000 ( 

1936 

! 

40,306-8 

8,523*7 

321-1 

2,994-9 

1,115-7 

... 

Germany (' 

1928-29 ... 

8,516-9 

757-9 

142-0 


1,145-3 

RM \ 







000,000 1 

1934-35 ... 

8,232-3 

1,104*5 

60-5 

28*1 

964-9 

Italy ( 

1928-29 ... 

19,646-0 

4,239-0 

1,459-0 

1,394-0 

166-0 

Lira < 





000,000 ( 

1934-35 ... 

20,847-0 

5,161-0 

1,381-0 

1,687-0 

203-0 

Sweden f 

1928-29 ... 

701-2 

133-4 

24-1 

135*8 


90*2 

Kroner \ 








000,000 ( 

1935-36 ... 

867-3 

120-9 

29-6 

151-4 

167-5 

U. S. A. ( 

1928-29 ... 

3,722-S 

1,168-6 

285-0 

... 

10-4 

... 

ooofooo 1 

1936-37 ... 

8,480-8 

1,593-1 

72-9 

... 

20-6 

470*0 

Canada / 
C$ \ 

1928-29 ... 

356-9 

19-7, 

! 17-2 

1 ... : 

T3 

... 

000,000 ( 

1936-37 ... 

535-2 

37*7 

16-7 

... 

0-9 

55-8 

Australia ( 

1928-29 ... 

1 

81-3 1 

34-6 

0-34 


0-14 

11-31 









000,000 1 

1936-37 ... 

110-7 1 

25-0 

1 0-79 

1 ... 

0-13 

16-79 

Japan ( 
Ym i 

1928-29 ... ^ 

1,814*9 

517-2 

338-3 

i 135-0 1 


... 

000,000 ( 

1936-37 ... 

2,31TS 

1,060-1 

194-9 

1 142-8 



Russia / 
Roubles 1 
000,000 ( 

1928-29 ... 1 

6,339-9 

793-7 

253- 1 

1 

1 374-5 

70-7 

187-4 

1936-37 ... 

78,715*0 

14,815-5 

j 

3,081-8 

4,918-1 

1,501-4 

90-0 

India f 

1928-29 ... 

1,293-0 

584-9 

23-8 

13-8 

5-0 


Rs. \ 





000,000 i 

1936-37 ... 

1,227-0 

503-8 

24-5 

10-8 

6-2 

... 


^ from PuMk Finumei 192S-3S of Natiom)* 
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TABLE 2— PUBLIC DEBT OF CERTAIN LEADING COUNTRIES 



Total 

-Debt 

Internal Debt 

External Debt 

Interest 

Charges 

Redemption 

Charges 

Internal 

External 


External 

United Kingdoan) 

{£) [l936...i 

000,000 ; j 

i 

7,901*6 

6,865-1 

i 

1,036*5 

210-9 

1 

I 1 

1 1 

13-1 


United States 
(Dollar) 
000,000 


1 1936... 


France ) 

(Franc) il936... 

000,000 ) 


33,545-4 


Germany 
(Reichs mark) 
000,000 


Italy 

(Lira) 

000,000 


Japan 

(Yen) 

000,000 


1 1936... 


14,439-2 


j 1936... 1 108,636- 
1 1936... 


33,545-4 


337,760-7 


12,761-4 


6 107,078-Oi 


Australia 

U) ^ 1936... 

000,000 


10,307-9 


1,255-8 


8,976-0 


665-7 


Canada 
(Dollar C) 
000,000 


India 

(Rupee) 

000,000 


1 1936... 
1 1936... 


3,43 1 -9 ! 2,628-5 


12.098-0 


7,064-7 


1,677-9 


1,558-6 


1,331-9 


590*1 


803-4 


5,033-3 


835-0 


.. i 404-5 


9917*2 


5,579-3 


387-4 


24-2 


20-7 


136-4 


124-4 


3-9 


44-6 


Source : Siaiisiisal Year Book of the League of Nations ^ 1936-7. 
The Hgwres for India are from the Statistical Abstract, 1936-7, 
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TABLE 3-~.REVENUE AND EXPENDITURE OF BRITISH INDIA 
(CENTRAL AND PROVINCIAL GOVERNMENTS), 1851-1938 (GROSS) 


In the following tables, years represent 1 Ma,y to 30 April till 1357 
and 1 April to 31 March after that year. 


Year 

1 Revenue 

(crores) 

1 Expendi- 

' ture 

(crores) 

Surplus ■*- 
or 

Deficit- 

1861 

43*2 

43 6 

-•4 

1862 

44*4 

42*9 

1*5 

1863 

44-0 

44*3 

-•3 

3864 

44*8 

45*3 

-•5 

1865 

46-U 

44 6 

+ 1*4 

Average 

44*5 

44*1 

4 0*1 

1866 

40*9 

43 7 

-2*S 

1867 

47*9 

49*0 

-1*1 

1863 

48*6 

51*3 

-2*7 

1869 

50-0 

49*8 

+ •2 

1870 

50*6 

4>1 

4 1*5 

Average 

47-6 

48 6 

-1*0 

1871 

50*0 

46-9 

-3*1 

1872 

50*2 

4S-4 

4 1*8 

1873 

49*6 

51*4 

-1*8 

1874 

50-6 

50*2 

+ •4 

1875 

59*0 

57*4 

1 1*6 

Average 

51-9 

50*9 

1 1*0 

1876 

58-6 

61*2 

-2*6 

1877 

62*0 

66*2 

-4*2 

1878 

65-2 

63 1 

+ 2*1 

1879 

68*4 

69*7 

-1*3 

1880 

74*3 

77*9 

-3*6 

Average 

65*7 

67*6 

-1*9 

1881 

75*7 

72*1 

+ 3-6 

1882 

70*3 

69*9 

4- *4 

1883 

71*8 

70*0 

+ 1*8 

1884 

70*7 

71*1 

-•4 

1885 

74*5 

77*3 

-2*8 

Average ... i 

72*6 

72*1 

- 0*5 

1886 

77*3 

77*1 

: +*2 

1887 

78*8 

80*8 

1 -2*0 

1888 

81*7 

81*6 

4 - *1 

1889 

85*1 

82-5 

^ +2*6 

1890 

85*7 

82*0 

+ 3*7 

Average ...I 

81*7 

80*8 

1 ■ 0*9 

1891 ... i 

89*1 

i 88*7 

+ *4 

1892 ... ! 

90*2 

91*0 

-*8 

1893 

90*6 

92*1 

-T5 

1894 

95*2 

94*5 

+ •7 

1895 

98*1 

96*6 

4 1*5 

Average 

92*6 

92*6 

+ 0*0 

1896 

94*1 

95*8 

-1*7 

1897 

96*4 

101*8 

-5*4 

1898 

101*4 

97*5 

+ 3*9 

1899 

102*9 

98*8 

+ 4*1 

1900 

112*8 

110*4 

+ 2*4 

Average 

101*5 

JOO‘9 

+ 0*6 

1901 

114'4 

107*1 

+ 7*3 

1902 

116*1 

111*4 

+ 4*7 

190$ 

125*5 

121*0 

+ 4*5 

1904 

127*2 

121*9 

+ 5*3 

1905 

109-9 

106*8 

4 3*1 

Average 

118*6 

113*6 

+ 5*0 
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TABLE 3 •-REVP^NUES AND EXPENDITURE OP BRITISH INDIA 



(GROSS)— 

{conid.) 


Year 

Revenue (crores) 

E'ipendiiure 

(crores) 

Surplus - 
.or 

deficit — 

1906 

109*6 

107-2 

4- 2-4 

1907 

106-5 

106-0 

- 0-5 

1908 

104-5 

110-2 

5*7 

1909 

Hl-9 

ilTO 

-r 0-9 

1910 

320-9 

115-0 

+ S -9 

Average 

110-7 

109-9 

0*8 

1911 

1 124-2 

118-3 

^ 5-9 

1912 

' 130-3 I 

125-6 

. » 4-6 

1913 ... 1 

i 127-8 

124-3 

3-5 

1914 

121*7 

124-4 

- 2-7 

1915 

126-6 

! 128-4 

- 1-8 

Average 

126-1 1 

124*2 

1-9 

1916 

i 147-0 

135-9 

1 + 11-2 

1917 

1 168-9 

156-7 

' -i- 12-2 

1918 

184‘9 

190-6 

1 ~ 5-7 

1919 

195-6 1 

219*2 

- 23-6 

1920 

206-1 ' 

1 232-1 

- 26-0 

Average ; 

180-4 I 

1 186-8 

- 6-4 

1 



Central 

1 

1 

Provincial 


XT i 

Year 

1 deficit - i 

Revenue 

j E spend! - 
j ture 

1 Surplus + 
or 

deficit ~ 


1921 


\ 

1 

1 115-2 ' 

142-8 

- 27*6 


70-4 

79-2 


8-8 

1922 


121*4 1 

136-4 

- 15-0 


75-7 

77-2 

— 

1-5 

1923 


132-8 

130-4 

+ 2-4 


78-9 

76- 1 

4 - 

2-8 

! 1924 


j 137-5 

131*8 

4 5-7 


81-3 

78*4 

+ 

2*9 

1925 


I 133-2 1 

129-9 

4 - 3-3 


87-5 

85-9 

+ 

1*6 

Average 


128*0 

134-2 

_ 

6-2 

78-8 

79-4 


- 

1926 


ii3i-7 

131*7 

h 0-0 


86-4 

90*2 


3-8 

1927 


127-2 ^ 

127-2 

- 0-0 


93-3 

9TS 

4- 

1-8 

1928 


1 129-0 

129-3 

— 0*3 


915 

92*9 

— 

1*4 

1929 


132-7 1 132-4 

1 - 0-3 


94-6 

93*8 

-1- 

0*8 

, 1930 


124-6 

136-2 

- 11*6 


83-1 

94*2 


11 1 

Average 


' 129-0 

131-3 


2-3 

1 

89*8 

92*5 



1 1931 


121*6 

133-4 

- 11-8 


1 83-2 

86*7 


3-S 

1932 


j 125-4 

123-9 

- 1-5 


84-3 

85*7 

— 

1*4 

1933 


i 119*4 

119-4 

- 0*0 


82-8 

85*9 

— 

3*1 

1934 


1 122-1 

121-8 

*1- 0-3 


. 86-3 

85-4 

4* 

0*9 

1935 


, 121-1 

421-1 

*r 0-0 


89-0 

88*7 

4- 

0*3 

Average 


121-9 

123-9 

I 

\ 

2 - 0 : 

85-1 

86-S 


- 

1936 


i 117-8 

119-6 

1- 1*8 


92*3 

91*6 


0*7 

1937 


1 122-6 

122*5 

k 0-1 


85*8 

83-2 

i f 

2*6 

1938 


< 123-3 

122-2 

1 -f 0-1 


85*6 

87*0 


1*4 

j (revised) 


! 

1 


1 

1 

i 


j 





32 
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TABLE 4. -PRINCIPAL REVENUES (GROSS) 
(In Crores of Rupees) 


.;:'Year'L 


, Land 
revenue 

Customs 

Income* 

tax 

Salt 

Excise 

Opium 

Railways 

1861 


19*5 

2*8 

2*0 

4*5 

1*6 

6*3 


1862 


19-4 

2*4 

1*8 

5*2 

1*7 

8-0 


1863 


19*9 

2*3 

1*4 

5*0 

1*8 

6*8 


18G4 


19*7 

2*2 

1*2 

5*5 

2*0 

7*3 


186S 

... 

20-0 

2*2 

*69 

5*3 

2*0 

8*5 


Average 


19-7 

2*4 

1*4 

5*1 

1*8 

7*4 


1866 


18*7 

2*0 

*02 

5*3 

1*8 

6*8 ' 


1867 

♦ ** 

19*9 

2*5 

•65 

5*7 

2*2 

8*9 


1868 


19*8 

2*6 

•5 

5*5 

2*2 

8*4 


1869 


21*0 

2*4 

1*1 

5*3 

2*2 

7*9 


1870 


20*6 

2*6 

2*0 

6*1 

2*3 

8*0 

... 

Average 


20-0 

2*4 

0*9 

5*6 

2*1 

S*0 


1871 

... 

20*5 

2*5 

•88 

5*9 

2*3 

9*2 


1872 

* • ♦ 

21*3 

2*6 

*58 

6*1 

2*3 

8*6 


1873 


21*0 

2*6 

•02 

6*1 

2*2 

8-3 


1874 

... 

21*2 

2*6 

•003 

6*2 

2*3 

8*5 


1875 

... 

21*5 

2*7 

•01 

6*2 

2*4 

8*4 

4*5 

Average 

... 

21*1 

2*6 

0*3 

6*1 

2*3 

8*6 

««. 

1876 


19-8 

2*4 

•01 

6*3 

2*5 

9*1 

5*4 

1877 

... 

19*8 

2*6 

*1 

6*4 

2*4 

9*1 

7*2 

1878 


22-3 

2*3 

•9 

6*9 

2*6 

9*3 

6*2 

1879 


21*8 

2*2 

•7 

7*2 

2*8 

10*3 

7*3 

1880 

... 

21*1 

2*5 

*5 

7*1 

3*1 

10-4 

9*4 

Average 


21*2 

2*4 

0*4 

6*9 

2*7 

9*6 

. 6*9 

1881 


21*9 

2*3 

•5 

7*3 

3*4 

9*8 

10-8 

1882 

■ 

21*8 

1*2 

•5 

6*1 

3*6 

9*4 

10*9 

1883 

«.* 

22*3 

1*1 

*5 

6*1 

3*8 

9*5 

11*9 

1884 


21*8 

1*0 

•5 

6*5 

4*0 

8*8 

11*8 

188S 

••• 

22*5 

1*2 

•5" 

6*3 

4*1 

8*9 

13*6 

Average 

... 

22*1 

1*4 

0*5 

6*5 

3*8 

9*3 

11*8 

1886 

... 

23*0 

1*2 

1*3 

6*6 i 

4*3 

8*9 

'■ .14*4, 

1887 

... 

23*1 

1-3 

1*4 

6-6 

4*5 

8*5 

' 14*5 . 

1888 


23*0 

1*3 

1*5 

■ 7*6 1 

,4*7 

„ 'S-S ' : 

■ 15*5. . 

1889 


23*9 

1*5 

1*59 

8*1 

4’8 

■ 8*5 : 

16*6* 

1890 

... 

24*0 

1*7 

1*6 

8*5 

4*9 

7*8 

17*2 

Average 

... 

23*4 

1*4 

1*5 

■ 7*5 

4*6 

8*4 

15*8 

1891 


23*9 

1*7 

1*6 

■■•.8*6 

5*1 1 

8*0 

;■ 19*9.'.::.': 

1892 


24*9 

1*6 

1*6 

8*6 

'5*2 " 

■ 7*9. " 1 

• ,.19*0 

1893 

«*• 

; : 25*5 

1*6 

1*7 

■ '8*2 -1 

. 5*3 ■ , 

■6*6.''^' 

"■20*2 

1894 


25*4 

3*8 

1*8 

f , 8*6' : 

5*5: 


; 21*2 

1895 


26*2 

5*0 

1*8 

■ ' 8*8 

5*7' 


21*8 

Average 


25*2 

2*7 

l*7i 

■ ■ 8*6 

..■5*4 

"7*4 

20*4 

1896 

... 

23*9 

4*4 

1*8 i 

8*4 

5*6 

6*4, 

20*2 

1897 

... 

1 25*6 

4*6 

1*8 

8*5 

' , 5*4 , 

"5*1 

21*2 

1898 

... 

I 27*4 

4*8 

1*9 

1- ■ ' 9*X 

5*7 

1'. 5*7 

22*7 

1899 

... 

i 25*8 

4*6 

1*9 

8*7 

■ S*7 

1 6*6 

24*9 

1900 

... 

j 26*2 

4*9 

1*9 

1 8*8 

■ 5*8. ■ ■ 

7*6 

27*4 

Aveiage 

... 

25*8 

: 4*7| 

1*9 

8*7 

■ 'S-'l 

6*3 

23*3 

1901 


1 ..'.■,27*4 ' 

r LS*7.-'-. 

1*9 

8*8 

6*0 

7*2 

30*3 

1902 


27*6 

5*8 

2*1 

9*1 

■ '6*6' 

6*7 

30*1 

1903 


28*8 

5*9 

1*8 

7*8 

- 7*4 

8*5 

32*2 

1904 

... 

28*3 

6*4 

1*8 

7*9 

7*9 

9*0 

36*0 

1905 

.. 

28*2 

6*4 

1*9 

6*4 

8*4 

8-1 ! 

19*3 

Average 


28*1 

6*0 

1*9 

8*0 

7*3 

7*9; 

29*6 
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TABLE 4.— PRINQPAL REVENUES 
{GR03S)~{com.) 


, Year 

Land 

Revenue 

Customs 

Income- 

tax 

j 

Salt 

Excise 

[ 

^ Opium 

r 

Railwa-ys 

1906 ... 

29*7 

6*4 

2*1 

6*4 

8*8 

8*4 

19*3 

1907 , 

28-0 

7*5 

2*2 

4*9 

9*3 

7*8 

18*7 , 

1908' . ... 

29-S 

7*2 

2*2 

4*8 

9-4 

■ .8*8, . 

14-8 

1909': — 

31*9 

7-3 

2*2 

4*9 

9*7 

8*2 

18*6 ' 

1910 ... 

31*2 

' 9*9 

2*4 

4*6 

lO'S 

11*2 ^ 

20*8'. , ' 

Average ... 

30T 

7*7 

' 2*2 

■5*1 

9*5 

:8*9 , ■ 

' .■,;i8*4 

1911 

31-0 

9*6 

2*4 

5*1 

11*4 

■ 8*8 

23*8 , 

1912 

31-9 

10*6 

2*5 

4*9 

12*3 

7*6 

26*1 

1913 

32*1 

11*2 

2*8 

5*1 

13'3 

2*4 

26*4 

1914 

31*8 

9*4 

3*1 

5*9 

13*2 

2*4 

23*7 , 

191S ... 

33-0 

8*9 

3*1 

5*4 

12*9 

2*9 

26-9 

Average ... 

32*0 

9*9 

2*8 

5*3 

12*6 

4*8 

25*4 

1916 

33*0 

12*9 

5*7 

7*2 

13*8 

4*7 

32*0 . 

1917 

32*4 

16*5 

9*5 

8*3 

IS-l 

4*5 

36-2 

1918 

31*5 

18*1 

11*6 

6*3 

17-2 

s-o 

37-4 

1919 

33*9 

22-5 

23*2 

5*8 

19*2 

4-6 

31*8 

1920 ... 

32*0 

31*9 

22*2 

6*8 

20-4 

3*5 

25*0 

Average ... 

32*6 

20*4 

14*4 

6*9 

,17*1 

' 4-S 

'V ,'32*S'; 

1921 

34*7 

34*4 

22*1 

6*3 

■ 17-2 

3*1 

15*2 

1922 

35-4 

41*3 

18*0 

6*8 

18*5 

3*8 

26*8 

' 1923' 

34*9 

39*7 

18*2 , 

10*0 

19*4 

4-2 

32*7 

'1924 

35*8 

45*8 

16*0 

7*4 

19*5 

3*8 

37*2 

1925, . 

35*6 

47*8 

15*9 

6*3 

19*9 

4*1 

34*4 

Average. ... 

; , 35*3 

41*8 

18*0 

7*4 

18*9 

3-8 

29*3 

1926 

■ 34*9 

47*4 

15*6 

6*7 

19*8 

4*3 

34*1 

1927 

: :35"*'7' 

48 2 

15*1 

6*6 

19*8 

3*9 

38-7 

1928 

'33*2' ■' .■ 

49*3 

16*7 

7*6 

20*0 

3-3 

■' 37-5 •■■:':"•■ 

1929 

'■ 33*5'' . 

51*3 

16*7 

6*8 

20*4 

3*0 


1930 *!* 

30*3 

46*8 

16*0 

6*8 

16-8 

2*5 

:■ 39*1 

.'^ve'ra'ge.. 

33^5 

48*6 

16*0 

6*9 

",19*4 

■3*4'. , '; 

37*3 

1931 

''"33*0'"' '' 

46*4 

17*5 

8-6 

14*9 

2-1 

33*6 

1932 

30*9 

52*0 

18*0 

10-1 

14*9 

0-9 

33-4 

1933 

30*0 

47*2 

17*1 

8*9 

15*0 

■' 1*6' 

33*0 

1934 

32*3 

52*7 

17*6 

8*0 

15*0 

0-8 

■32*4'. 

1935 ... 

32*2 

54*1 

37*1 

8*4 

15*3 

0-6 

32-0 

Average ... 

31*7 

50*5 

17*5 


■ ''i,s*o:,;: 

1*2 

32*9 

1036 ... 

31*9 

53*6 

15*4 

8*8 

15*4 

0*5 

32*7 

1937 ... 

28*8 

45*9 


8*4','' 

14*6 


32*7 
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TABLE S.~PRINCIPAL REVENUES (NET) 
(In Crores of Rupees) 


, ."Year 

■'. Land - 

Revenue 

I Customs 

1 

Income- 

tax 

Salt 

Excise 

1 

j Opium 

i ' 

. Rail - 
1 . ■ ways , ; 

' .. 1861 '' " a ... 

17-4 

2*5 

1*8 

3*8 

1*5 

Y 

4*9 

i _ 

1862 ... 

17*3 

2*2 

1*7 

4*6 

1*7 

6*1 

j — , 

1863 ... 

17-7 

-', 2*1 

1*4 

4*6 

1*6 

4*5 

f — . 

1864 ... 

17*4 

1*9 

1*2 

5*1 

1*7 

4*9 . 

1 , 

1865 ... 

17 - 7 , 

1*9 

0-66 

4*9 

1*7 

6*6 

I ' ■■— .. 

Average . . . 

17-5 

2*1 

1*4 

4*6 

1*6 

•■ ,' S*4 

j 

1866 ... 

■ 16-5 

1*7 

0*0 

5*0 

1*6 

5*7 

1 ' ' 

1867 ... 

17-S 

2*3 

0*6 

8*3 

1*9 

7*0 ■ 

j 

1S68 ... 

17-3 

2*4 

0*4 

8*1 

1*9 

6*7 

i 

1869 ... 

18*6 

2*1 

1*0 

5*4 

1*9 

6*1 

j — 

1870 ... 

18-2 


1*9 

5*6 

2*0 

6*0 

1 ■■ 

Average ... 

17'6 

2*2 

0*8 

5*3 

1*9 

6*3 

j , A 

1871 ... 

18-2 

2 * 3 ' 

0*7 

5*4 

2*2 

7*6 

j , — ■ 

1872 ... 

18-8 

2*4 

0*6 

5*6 

2*1 

6*8 

— 

1873 ... 

18*5 

2-4 

0*0 

5*6 

2*1 

6*3 

— 

1874 ... 

18*8 

2*4 . 

0*0 

5*7 

2*2 

6*2 


1875 ... 

18*5 

■ 2*5 

0*0 

5*7 

2*4 

6*2 

- 1*5 

Average ... 

18-6 

2*4 

0*2 

5*6 

2*2 

6*6 


1876 ... 

16-9 

2*2 

0*01 

5*8 

2*4 

6*2 

- 1*1 

1877 ... 

16*9 

2*4 

0*1 

5*9 

2*3 

6*5 

0*1 

1878 ... 

19*3 

2*1 

0*8 

6*5 

2*5 

7*7 

- 2*0 

1879 ... 

18*9 

2*0 

0*7 

6*9 

2*7 

8*2 

- 1*5 ^ . 

1880 ... 

18*1 

2*3 

0*5 

6*7 

3*0 

8*4 

- 1 - 0 ,' 

Average ... 

18*0 

2*2 

0*4 

6*4 

2*6 

7 * 4 . , 

- 1*1 

1881 ... 

18*9 

2*1 

0*5 

6*8 

3*3 

7*8 

- 0*2 

1882 ... 

18*8 

1*1 

0*5 • 

5*7 

3*5 

7*2 1 

i ■ T 3 ' 

1883 ... 

19*0 

1-0 

0*5 

5*6 i 

3*7 

7*7 i 

- 0*3 

1884 ... 

■ 18*4 ■ 

' 0*8 

0*5 

6*0 1 

3*9 

5*8 1 

' - 1*0 

1885 ... 

M : 9*l ■" 

1*0 

0*5 

5*9 1 

. 4*0 

! S’8 1 

- 0*7 

Average ... 

;.„„ J8*;B 


0*5 

. 6*0 j 

, 3 * 7 - 

6*9 1 

-- 0 * 7 . 

1886 ... 

^ 19 * 5 , '■ : : 

I'l 

1*3 ■' 

6*1 1 

■ 4*2 

6*2 i 

- 1*1 

1887 ... , 

'■'■ 19*7 ■ 

1*2 

1*4 

|:.'' 6 ’ 2 . ■ 

4*4 

6*0 1 

~ 2*1 

1888 ... 

!■,■ 19 * 5 '': ■■ 

1*1 

1*49 

7*2 

4*5 

5*9 ! 

- 2*2 

1889 ... 

20*3 

1*3 

1*56 

. . : 7.-7 ■ 

.■ 4*7 ■■ " 

6*9 i 

- 1*8 

1890 ... 

::,: 20 * 3 ''' ■■:■; 

1*6 

TS 

8*0 

4*7 

5*6 1 

■ 

- 0*6 

Average ... 

--: VT . 9 * 9 ^ „ 

1*3 

1*5 

7*0 

' 4*5 

6*1 j 

- 1*6 

1891 ... 

20*1 

1*5 

1*6 

8*1 

4*9 

6*1 ! 

- 0*3 

1892 ... 

20*9 

1*4 

1*6 

8*1 

5*0 

6*3 ; 

- 1*8 

1893 ... 


1*5 

1*7 

7*7 


4*7 j 

- T5 

1894 ... 

21*3 

3*6 

1*7 

8*1 

5*3 

5*7 i 

- 2*3 

1895 ... 

22*1 

4*8 

1*8 

8*3 

5*5 

5*0 j 

- 1*6 

Average' ... 

21*2 

2*6 

1*7 

:; 8*1 .. 

5*2 

S*6 

— 1*5 

1896 ... 

19*8 

4*2 

1*8 

7*8 

5*4 

3*9 

- 2*6 

1897 ... 

21*4 

4*4 

1*8 

8*1 

5*2 

2*7 

^ 1*4 

1898 ... 

23*4 

4*5 

1*8 

8*6 

5*5 

3*3 

- 0*9 

1899 ... 

21*8 

4*5 

1*87 

8*3 

5*6 

4*4 

0*2 

1900 ... 

22*0 

4*7 

1*87 

8*4 

5*6 

5*4 

0*6 

Average ... 

21*7 

4*5 

1*8 

8*2 

5*5 

3*9 

- o*s 
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TABLE 5.— PRINCIPAL REVENUES (NET)— (ctwid.) 
(In Crores of Rupees) 


Year, 

I .Land 

1 Revenise 

1 

1 » 

Castoiris 

Income- 

tax 

1 

Salt 

■ Excise 

,, Opiuii> 

♦ ■ 

Rail- 

ways 

1901 ... 

23*2 

5*5 

1*87 

8*4 

5*8 

, 4*8 

,1*2 

1902 ... 

23*3 

5*6 

2*07 

8*7 

6*4 

■■4*3 

1*7 

1903 ... 

24-3 

5*7 . 

1*77 

■■ 7*4 

7*1 

5*2' ■. ■ 

1*2 

1904 ... 

23-5 

6*2 

1*77 

7*5 ■ 

7*6 

., 6*2. , 

3*2 

; 1905, 

23-3 

6*2 

1*87 

6*0 

8*1 ■', 

5*3 

3*0 

Average, 

23-5 

5*8 

1*9 

7*6 

' , '7*0 

5*2 :' 

2*1 

1906 : ... 

24'8 

6*1 , 

2*07 

6*0 

8*4 

'' "5*6.' 

3*3 

1907 ... 

22*8 

7*2 ■ 

2-17 

4*5 

8*9 

5*4 

-■'2*'4^^ : 

1908 ■ ... 

24-1 

6*9 

2*17 

4*4 

8-9 

7*0 

- 2*0 

1909 ... 

26*5 

7*0 

2*17 

4*5 

9*2 

6*6 

■'•1*2 

1910 ... 

25-8 

9*6 

2*37 

4*2 

9*9 

9*4 

, 3*1''',. 

Average .... 

24-8 

' 7*4 

2*2 

4*7 

9*1 

6*8 

,'1*6 

1911 ... 

25-5 

9*3 

1*36 

4*7 

10*8 

7*8 

5*7, 

1912 ... 

26-2 

10*3 

2*47 

4*5 

11*7 

6*7 

7*2 

1913 ... 

26*3 

10*8 

2*76 

4*7 

12*7 

0*9 

7*2 

1914 ... 

26-0 

9*1 

3*01 

5*4 

12*6 

1*5 

3*3 

1915 ... 

27-2 

8*6 

3-09 

4*9 

12-3 

1*2 

6*0 

Average ... 

26*2 

9*6 

2*5 

4*8 

12*0 

3*6 

5*9 

1916 ... 

27-3 

12-6 

5*62 

6*6 

13*2 

3*3 

11*3 

1917 ... 

26*9 

16*1 

8*35 

■' ' 7*7. 

14*2 

2*9 

14*9 

1918 ... 

25*4 

17*7 

11*4 

„ 5*5 

16*5 

3*0 

15*8 

1919 ... 

26*5 

22*1 

22*28 

i ' : 4*9 I 

18*3 

, ■ .3*3^ ' 

13*8 

1920 ... 

23*9 

31*4 

20*71 

■ " 5*8 

19*2 

2*3 

5*6 

Average' ... 

26*0 

20*0 i 

■ 12*5 ■ 

, ', 6*1 

16*3 

3*0 

12*3 

1921' ... 

i ■28*8 

33*8 

i 21*7 

4*8 

16*0 

1*3 

- 9*1 

1922 ... 

1"''29*4 ■ 

40*6 

1 17*5 

5*3 

12*2 

1*9 

1*2 

. 1923 ... 

29*7 

39*0 

17*6 

8*6 

18*1 

• '1*7 ■: 

6*4 

1924 ... 

''32*0" 

45*0 i 

1 15*4 

6*2 

18*2 

1*4 

6*8 

1925 ... 

■^31*5 

■ ,47*0. 

i 15-3 

5*1 

17*4 " ■ 

■, , ,^2,*0 ',. ■ 

5*5 

Average ... 

30*3 

41*1 

17*5 

6*0 

16*4 

1*7 

"■:.'2*2:' 

1926 ... 

30*7 

46*6 

15*0 

5*5 

17-.4 ■ 

3''3' , , ..i 

6*0 

1927 ... 

'31*5 

47*4 

14*4 

5*4 

■:17*,6 " ■ 

' 3*1 

6*3 

19281 

1.28’9 

48*3 

16*0 

6*4 

17*8 

■ ', ■2*7 ' ■'■ 

5*2 

■ '19291 „ 

29*2 

50*3 

16*0 

6*5 

18*2 

2*6 


1930 ... 

26*1 

45*9 , 

15-3 

5*6 

; ,14*6 

;■' i-B: 


Average,"'' 

29*3 

47*7 

15*3 

5*9 

17*1 

2*^7,:l' 

5*9 

1931 ... 

1,' 

45*5 

16*8 

7*4 

' 13*0.' ' 

1*3 

0*0 

1932 ... 

1933 ... 

27*4 "''' 
',■■■'.26*5 „' '',■■ 

51*0 

46*2 

17*2 

16*3 

9*0 

','7*7' 

13*1 

■.■13*2'-"..'" 

:0*:I."-',^ 

0*9 

0*0 

0*0 

1934 ... 

30*0 

52*7 

17*5 

8*0 

12*6 

0*7 

0*0 

1935 ■ ... 

28*4 

52*2 

17*1 

:, :'8*4 ^ 

', 13*2:;,:::>":: 

■:■;;, •■A‘6;, 

0*0 

Average ... 

28*3 

49*5 

17*0 

8*1 



0*0 

1936' ... 

28*3 

52*0 

14*5 

^^'7*7: „■■■'■■■'■ 

13*5 


0*0 

1937 , 

.25*7 

44*8 

13*1 

7*3 

13*1 
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TABLE 6.-PjRiNCIPAL ITEMS OF EXPENDITURE 

(In Crores of Rtapees) 


Year ^ 

Defence 

Police 

Law and 
Justice 

General 

Adminh- 

tratlon 

! rt 

1 .2 
i tl 

1 ^ 

Publ’c 

Health 

f 

Chil 
i Works 

r 

Agri- 

culture 

Debt 

Charges 

1891 

24*1 

3*9 

3*7 

1*8 

1*4 

2*2 

4*4 


4*3 

1892 

25*3 

3-9 

3*8 

1*8 

1*4 

2*1 

4*0 


4*4 

1893 

24-8 

3*9 

3*9 

1*9 

1 5 

2*1 

4*0 


4*4 

1894 

25*0 

4-0 

4*0 

2*0 

1*6 

1*6 

3*7 


5‘i 

1895 

26*4 

4*0 

4*0 

2*0 

1*5 

1*6 

3*9 


4*0 

Average 

25-1 

3*9 

3*9 

1*9 

1*5 

1*9 

4*0 


4*4 

1896 

25*2 

4*2 

4*2 

2*0 

1*6 

3*2 

4*0 


3*5 

1897 

27-7 

4*2 

4*3 

2*0 

1*6 

6*7 

3*6 


3*3 

1898 

24*8 

4*2 

4*1 

2*0 

1*6 

2*8 

4*0 


3*0 

1899 

23*4 

4*3 

4*1 

2*1 

1*6 

4*6 

4-3 


2*9 

1900 

23*7 

4*4 

4*4 

2*0 

1*6 

7*6 

4*3 


3*2 

Average 

25-0 

4*3 

4*2 

2*0 

1*6 

5-0 

4*0 


3*2 

1901 

24*7 

4*4 

4*4 

2*0 

1*7 

2*6 

4 2 


2*9 

1002 

26*4 

4*1 

4*4 

2*1 

1*3 

2*5 

4*2 


2*7 

1903 

27*2 

4*2 

4*5 

2*1 

1*3 

2*4 

4*7 


2*5 

1904 

31*1 

4*3 

4*6 

2*1 

1*5 

2*6 

4*9 


2*5 

1905 

29*5 

4*6 

4*8 

2*3 

1*8 

2*6 

6*0 


2*1 

Average 

27-8 

4*3 

4*5 

2*1 

1*5 

2*5 

4-9 


2*5 

1906 

30*3 

5-3 

5*1 

2*3 

2*0 

2*7 

6*1 


2*9 

1907 

28*9 

5*7 

5*2 

2*4 

2*2 

3*2 

6*5 


2*7 

1908 

29-4 

6 3 

5*5 

2*5 

2*5 

4*0 

6*3 


3*0 

1909 

28-7 

6*3 

54 

2*5 

2*6 

2*9 

5*8 


3*2 

1910 

28*9 

6*5 

5*6 

2*6 

2*7 

2*9 

6*4 


3*3 

Average 

29*2 

6*0 

5*4 

2*5 

2*4 

2*9 

6-2 


3*0 

1911 

29*3 

6*9 

5*7 

3*9 

3*0 

3*2 

7*7 

0*7 

3*1 

1912 

29*3 

7*0 

5*8 

2*9 

3*9 

3*5 

8*6 

0*7 

2*7 

1913 

29-8 

7*3 

6*1 

3*0 

4-8 

3*5 

10*1 

0*8 

2*3 

1914 

30*7 

7*9 

6*5 

. 3-1 

5*0 

3*8 

10*4 = 

0*8 

1*8 

1915 

33*4 

8*0 

6*6 

3*0 

4*7 

3*7 

7*7 

0*9 

1*8 

Average 

30-S 

7*4 1 

6:1 

3*2 

4*3 

3*5 

8*9 

0*8 

2-3 

1916 

37-5 

8*1 ! 

6*6 

3*1 

4*7 

3*6 

6*4 

0*9 

1*8 

1917 

43*6 

8*4 

6*7 

1 3*2 

5*1 

3*9 

7*1 

1*1 

11*0 

1918 

66*7 

9*2 

7*3 

3*7 

6*0 

4*1 

8*0 

1*2 

12*2 

1919 

87*0 

10*2 i 

7*9 

3*9 

6*9 

4*9 I 

20*1 

:1*4 

13*T 

1920 

87*4 

12*0 

9*2 

5*4 

7*8 ; 

5*3 

11*8 

il*7 

16*4 

Average 

64*4 

9*6 

7*5 

3*9 

6*1 

4*4 

8*7 

1*3 

11*0 

1921 

69*8 

12*8 

7*8 

10*3 

9*0 

6*1 

12*6 

2*0 

17-0 

1922 

65*3 

12*6 

8*0 

10 6 

9*2 

6*0 

9*3 

1*9 

i 17*5 

1923 

SS*2 

12*0 

7*8 

10*8 

9*9 

5*7 

9*6 

1*9 

i 19-2 

1924 

55*6 

12*1 

7*9 

12*3 

10*2 

6*1 

9*2 

2*0 

i 21-1 

1925 

S6*0 

12*1 

8*2 

12*5 

11*4 

6*7 

11*3 

2*2 

21*6 

Average 

60-6 

12*3 

7*9 

11*3 

9*9 

5*9 

10*4 

2-0 

19*3« 

1926 

56*0 

12*4 

8*3 

12*8 

12*1 

7*1 

: 13*8 

2*4 

19*7 

1927 

54*8 

12*2 

8*5 

12*9 

32*7 

'6*3 

14*1 

2*6 

18*5 

1928 

55*1 

12*7 

8*6 

13*1 , 

13*2 

6*7 

13*4 

2*8 

18*5 

1929 

55*1 

13*1 

8*8 

13*9 

13*6 

7*2 

13-0 

3*1 

19*4 

1930 

54*3 ! 

13*6 

9*0 

14*1 

13*8 

6*7 

12*9 

3*1 

20*2 

Average 

55*1 

12*8 

8*6 

! 13*4 

12*9 

6*8 

13*4 

2*8 

19*3 

1931 

51*8 

13*4 

8*1 

13*7 

12*8 

6*3 

8*7 

2*7 

23*0 

1932 

46*7 

12*9 

7*6 

12*6 

11*8 

5*4 

7*6 

2*4 

22*3 

1933 

44*2 

12*9 

7*8 

12*0 

12*0 

5*5 

7*7 

2*5 

16*1 

1934 

44*3 

12*7 

7*7 

12*1 

12*1 

5*6 

10*0 

2*6 

16*4 

1935 ,,, 

45*0 

12*9 

7*9 

12*5 

12*3 

5*7 

10*4 

2*8 

17*1 

Average 

46*4 

13*0 

7*8 

12*6 

12*2 

5*7 

8*9 

2*6 

19*0 

1936 ,,, 

45*5 

13*0 

8*0 

13*1 

12*6 

6*2 

8*8 

3*1 

15*5 

2937 

47 4 

11*2 

7*1 

12*0 

11*9 

5*6 

7*8# 

2*0 

16*3 
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TABLE 7.--DETAILS OF LAND REVENUE 

(la Lakh$ of Rapees) 


Year 

a) 

Revenue 

(2) 

Expenditure 

(3) 

Net Revenue 

(4) 

Portion due to 
Irrigation 

(5) . 

Total Revenue 
(4 + S) 

1911^12 

% 

31,1470 

5,67-97 

25,46*73 

2,02*72 I 

27,49*45 

1912-13 

31,92-37 

5,80*20 

26,12-17 

2,30-74 

28,42*91 

1913-14 

32,0874 

5,97*96 , 

26,10*78 

2,52*66 

28,63*44 

1914-15 

31,83-23 

5,87-10 

25,96-13 

2,50-18 

28,46*31 

1915-16 

33,04*67 

5,85*56 

27,19*11 

2,66*06 

29,85-17 

1916-17 

33,06*19 

5,71*07 

27,34*22 

2,74*07 

30,08*29 

1917-18 

32,41-09 

5,67*34 

26,73*75 

2,65-33 

29,39*08 

1918-19 

31,63-49 

6,15*65 

25,47-84 

2,85-67 

I 28,33*51 

1919-20 

33,91-49 

6,44*62 

27,46*87 

2,91*78 

30,38-65 

1920-21 

31,97-48 

8,10*34 

23,87*14 

2,85*64 

26,72*78 


Central 

Provincial 

Central 

Provincial 

Central 

Provincial 

Central 

Provincial 

Central 

Provincial 

1921-22^1 

33*18 

34,38*99 

14-68 

5,77-24 

18*50 

28,61*75 

1*98 

3,47*73 

20-48 

32,09*48 

1922-23 

42*93 

34,92*23 

13*37 

5,79*53 

29*56 

29,12*70 

1*98 

3,59*82 

31*54 

32,72*52 

1923-24 

43*06 i 

34,46*53 

11*16 

5,06*86 

31*90 

29,39*67 

1*91 

4,14*34 

33-81 

33,54*01 

1924-25 

37*81 I 

35,45*77 

11*21 

3,73*23 

26*60 i 

31,72*54 

1*80 

4,34*23 

28*40 

36,06*77 

1925-26 

38*53 

35,16*78 

12*30 : 

3,99*21 

26*23 

31,17*57 

2*12 

4,32*32 

28*35 

35,49*89 

1926-27 

41*00 

34,47*31 

13-50 

4,10*02 

28-50 

30,37*29 

1*82 

4,26*95 

30*32 

34,64*24 

1927-28 

40*92 

35,27-82 

11.44 

4,13*39 

29*48 

31,14*43 

2*84 

4,48*69 

32*32 

35,63-12 

1928-29 

38*32 

32,77*89 

12*02 

4,18*70 

26*30 

28,59*19 

2*45 

5,81-10 

28*75 

34,40-29 

1929-30 

38*17 

33,08*94 

: 10*90 

4,15*59 

27*27 

; 28,93*35 

2*63 

5,88-22 

29*90 

34,81-57 

1930-31 

33*94 

29,93*76 

9-92 

4,07*60 

24*02 

1 25,86*16 

1 2*71 

5,59*66 

26*73 

31,45-82 

1931-32 

•m 

33*94 

32,65*10 

9-21 

3,91-19 

24-73 

28,73*91 

2-43 

5,38*69 

27*16 

34,12-60 

1932-33 

17*86 

30,67*94 

5*40 

3,47*96 

12*46 

1 27,19*98 

0*93 

5,88*34 

13*39 

33,08-32 

1933-34 

17*60 

29,82-00 

5*67 

3,42-82 

11-93 

26,39*18 

0*85 

6,11-30 

12-78 

32,50-48 

1934-3S 

20-92 

32,08*65 

1 5*87 

3,42*24 

15*05 

28,66-41 

: 1*05 

5,37*40 

16^*10 

34,03-81 

1935-36 

2675 

31,91*54 

1 6*12 

3,43.34 

20*13 

1 28,48*20 

0*92 

6,59*48 

21*05 

35,07*68 

1936-37 

: 17*42 

31,71*13 

6*53 

3,52*13 

10*89 

28,19*00 

3*92 

6,82*93 

21*33 

38,54*07 

1937-38 

■ 19*IS 1 

I 28,59*52 

5*53 

3,07*56 

13*65 

i 25,51*96 

4*00 

3,68*17 

: 17*65 ' 

29,20*13 


* Prom * Laad Reveaae * becamo a provincial bead and tbe Central Government 

derived Land Revwiae from places directly under Its control. 
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FKDEfiAL FINANCE IN INDIA 


TABLE S.— DETAILS OF REVENUE FROM INCOME-TAX 
(In Lakhs of Rupees) 


Year ' 

Revenue from 
Ordinary 
collections 

By deduction 
from Salaries 
and Pensions 

By deduction 
from Interest on 
Govt, securities 

Refunds 

Total j 

Income-tax j 

Super Tax | 

i 

IS 

a 1 

a 

1 

i 

*3 

o 

j: 

u 

Total Revenue 

1911-12 

190-85 

45-26 

8-99 


; 245-10 

1 

1 


2-83 

247*93 

1912-13 

202-64 

46-28 

9-67 


2S8-S9 



2-77 

261-36 

1913-14 

233-26 

47-76 

8-97 


289-90 



2- 55 

292-54 

1914-15 

244-37 

48-65 

9*42 


302-44 

j 



3*07 

305-51 

I9IS-1C 

2S2-S8 

48-33 

9-50 


, 310*41 



3*11 

313*52 

1916-17 

464-93 

71-29 

23-39 


559-61 



6*33 

565-94 

1917-18 

609-92 

78-40 

27-79 


716*11 

221-59 


8-52 

946-22 

1918-19 

717-31 

87*85 

26-68 


827-84 

318-82 


13-11 

1163-77 

1919-20 

998-23 

97*87 

25*67 

... 

1121*77 

263’53 

922-80 

12*68 

2320-78 

1920-21 

1342-07 

53-15 

... 

127-54 

1267*68 

635-90 

188- 1C 

... 

2091*74 

1921-22 

160 

3-59 


190-16 

1418*43 

777*58 

21-53 


2217-55 

1922-23 

929-76 

169*79 

431-58 

264-33 

1266-80 

545*77 

1-37 


1813-94 

1923-24 

1233-38 

134*07 

43-35 

136-15 

1274-65 

574-28 

0*19 


1849-12 

1924-25 

1066*74 

130-49 

43-13 

87-94 

1152-42 

470-21 

0-23 

... j 

1622-86 

192S-26 

1119-17 

139*30 

42-34 

140-47 

1160-34 

457*85 

0-01 


1618*20 

1926-27 

1094-76 

143-71 

50-21 

135*52 

1153-21 

452-24 

0*18| 


1605*63 

1927-28 

1085-73 

153-32 

53-78 

139-15! 

1153-68i 

389-04 

0*01 

0-26 

1542-99 

1928-29 

1155-64 

157-05 

60-99 

1 148-13 

1225-55 

479-85 

-»o*os 

^ 0*26 

1705*71 

1929-30 

1176-69 

160*88 

72-03 

: 156*63 

1252-98 

452-92 

0*01 

0*39 

1706-30 

1930-31 

1078-86 

166-73 

86-38 

1 129-70 

1202-28 

427-80 

0*01 

0-89 

1630*98^ 

1931-32 

1180-82 

223*11 

133-98 

134-38 

1403-54 

352-73 

0-01 

0-67 

1756-95 

1932-33 

1255-69 

218*49 

167-20 

155-64 

1485-73 

313-93 

0*01 

0*64 

1800-31 

1933-34 

1195-15 

: 262*62 

184*63 

178-26 

1464-13 

251-39 

0-01 

0-36 

1715*89 

1934-35 

1225-03 

272-74 

174-56 

213-99 

1458-35 

298*63 

... 

1-06 

1758*04 

1935-36, ... 

1209-59 

266-11 

154-50 

221-68 

1408*53 

300*48 

0-04 

0*91 

1709*96 

1936-37 ... 

1104*82 

234-33 

129*45 

223*75 

1244*86 

291*35 


1*02 

1537-23 

1937-B 

1143*61 

ntm 

120*01 

244*17 

1242-31 

147^101 


1*03' 

'1390-43 
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TABLE 9.--YIELD OF THE INCOME-TAX IN THE 
DIFFERENT PROVINCES (NET) 

(111 Lalihs of Rupees) 




c? * 


CO , 

i 

\ d ^ 
i cS ^ 

w 

03 a 

i r-i 

03 g 

VS-S os 

Year 

u 

c3 

1 . 

^ , 

c 

4) 

fq ! 

B s i 

' 

s CS j 

’t? ! 

1 n , 

1 
I 

1 u-i 
1° 1 
» , 

B « 
d *> 

3) o 

cS 

m 

<q 

d 

S 

o dffl 

I9ii-a2 

1 

31-701 

53-14 

54*10 

24-16 

1 

16-11 i 


6-96 

... 

24-14: 

; 2,43*69 

1912-13 

34‘45 

56-62 

53*98 

25-20 

16-80 

i 12-87 

7*29 

; 3*98 

25-13 

1 2,57*10 

1913-14 

37-09 

65*64 

64-83 

26*81 

17-03 

13-40 

s-so 

4*22 

26-36 

2,87-85 

1914-15 

1 39*88 

67-31 

68*31 

27-38 

17-76 

13*79 

8*95 

4*53 

27-07 

3,00-61 

1915-16 

: 40*15 

71*77 

70*74 

28-03 

18-43 

13*82 

9*32 

4*55 

25-56 

3,08*35 

1916-17 

59-44 

1,39*06 

1,66-92 

42-47 

24-35 

19*76 

13*03 

6-72 

46-45 

5,60*37 

1917-18 

; 80*73 

2,76*32 

3,37-78 

52-71 

35-70 

23*48 

15*94 

9*13 

56*54 

9,39*84 

1918-19 

1,04*29 

3,87*04 

3,48*78 

71-77 

39-75 

27*15 

18*46 

8*92 

67*32 

|ll,S5-43 

1919-20 

1,60*87 

7,22-12 

9,48*59 

1,02-94 

54-46 

35*32 

55*19 

7*76 

76*12 

23,05-51 

1920-21 

1,93*00 

6,73-17 

8,36*64 

92-01 

63-80 

35*36 

34*44 

10*71 

90*86 

21,97-21 

1921-22 

1,73-32 

8,29*66 

6,54-41 

1,17-20 

53-77 

39*82 

' 54*49 

8*29 

1,02*28 

21,88*59 

1922-23 

1,27*46 

7,80*06 

3,20*04 

1 92-70 

70-76 

56-63 

1 56*92 

9*02 

93-28 

17,69*38 

1923-24 

1,54*93 

5,18*51 

5,96*59 

83-42 

1 71*41 

45*02 

! 54*55 

13-37 

94*27 

17,86-46 

1924-25 

1,21*52 

: 3,89*86 

5,46*51 

73-29 

55;59 

38*91 

1 47*18 

20-87 

90*49 

15,60-86 

1925-26 

1,33*55 

1 3,37*55 

: 5,84*08 

74-42 

60*05 

34-26 

34*43 

17*59 

95*65 

15,53-32 

1926-27 

1,25*31 

' 3,06*54 

5,60*38 

67-58 

: 63*22 

54*01 

‘ 35*33 

19*74 

1,01*79 

15,36-52 

1927-28 

1,31*59 

5,09*01 

4,78*40 

75-93 

68*93 

41*44 

^ 25*92 

Il8-13 

1,11*64 

14,77-08 

1928-29 

1,28-09 

1 3,01*56 

6,04*27 

82-70 

1 58*79 

92*50 

31*45 

20*42 

1,18*73 

;16, 36-69 

1929-30 

1,32*50 

3,52*20 

6,07*33 

83-21 

56*59 

45*92 

29*71 

17-69 

1,29*34 

16,35-50 

1930-31 

1,28*90 

3,25-35 

5,46*04 

82-25 

50*85 

45*59 

32*75 

16-06 

1,36-58 

15,56-25 

^931-32 

1,50*40 

4,06*99 

4,47*97 

1,02-10 

68*66 

59-91 

38-69 

18-77 

1,91*59 

16,83-11 

1932-33 

1,57*98 

4,42-94 

4,28-20 

1,08*17 

78*89; 

65*27 

34*94 

17*88 

2,11*43 

17,16-90 

1933-34 

1,60-46 

4,38*69 

3,58-42 

1,14-73 

80*72 

58*72 

30*92 

20-72 

2,27*48 

16,33-40 

1934-35 

1,53*15 

4,03*31 

4,20-97 

1,25*53 

82-66 

61-83 

26*09 

16-77 

2,39*45 

16,72-93 

1935-36 

1,45-70 

3,98-96 

4,32-81 

1,20-08 

78-72 

53-76 

2T4S ■ 

14-87 

2 . 22 - 12 ' 

16,18*59 

1936-37 

1,08*54 

3,87*22 

4,32-13 

87-80 

91-80 

49-26 

18-11 

17*12 

1,20*24 

14,48-59' 

1937-38 

1,00-65 

1 

3,54-21 

3,80-15 

76-48 

99-08 

39*10 

30-67 

19-00 

1,11-62 

11,91-20' 


* Does not mcltide Burina. 
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FEDERAL FINANCE IK INDIA 


TABLE lO.-DETAILS OF EXCISE REVENUE (DRINK AND DRUGSj 

(In Lakhs of Rupees) 


Year 

(1) 

License and dis- 
tillery fees and 
dutiej for the 
sale of drinks 
and drugs 

(2) 

Miscellaneous 

1 

(3) 

Duty on hemp 
drugs, ganja, 
etc. 

(4) 

Returns from 
commercial 
undertakings 

1 (5) 

i Total 

I 


Central 

Provincial 

Central 

1 Provincial 

1 Central 

Provincial 

Central 

1 Provincial 

Central 

Provincial 

1931-12 

8,57-50 

11*86 

167-38 

1,04-72 

11,41-46 

1912-13 

9,26-80 


5-33 

180-29 

1,29-28 

12,41-69 

1913-M 

9,89-35 


5-71 

202*63 

1,36-45 

13,34-15 

1914-15 

9,77-03 


6*95 

212*33 

1,32*21 

13,28-53 

1915-16 

9,30-20 


6-89 

216-41 

1,41-33 

12,94-83 

1916-17 

10,07-80 


7-49 

223-55 

1,43-53 

13,82-38 

1917-18 

11,31-05 


7-63 

234-53 

1,51-04 

15,24-26 

1918-19 

13,06-27 


8-88 

255-17 

1,63-32 

17,33*63 

1919-20 

14,63-33 

10-16 

285-37 

1,67-09 

19,25*94 

1920-21 

15,49-52 

11-89 

313-85 

1,68-39 

20,43-65 

1921-22 

50-48 

14,38-56 

0-07 

7-07 

1-50 

79-76 

1-87 

1,50*81 

53*80 

16,64-82 

1922-23 

46-56 

15,49-83 

0-06 

10-83 

3-18 

96-74 

2-01 

1,60-86 

51*69 

18,03-53 

1923-24 

45-15 

16,39-26 

0-15 

10-82 

1-41 

96-94 

1-84 

1,56-51 

48*25 

18.92-27 

1924-25 

39-00 

16,08*85 

0-17 

37-85 

1-18 

1,17-69 

1-67 

1,56-09 

41-99 

19,09-69 

1925-26 

37-28 

15,59*11 

0-42 

26-16 

1-80 

1,12-51 

2-85 

2,62-71 

42*21 

19,47-66 

1926-27 

36-32 

15,28*79 

0*49 

30-09 

1-61 

1,17-97 

2-77 

2,78-44 

41*13 

19,41-55 

1927-28 

47-40 

15,48*67 

0-49 

28-59 

1*77 

1,18-52 

3-26 

2,62-20 

52-15 

. 19,30-01 

1928-29 

41-43 

13,58-48 

0-28 

21-52 

11-28 

5,72*36^ 

... 

n 4-48 

53*01 

19,66-86 ^ 

1929-30 

40-57 

14,08-79 

0-41 

20-01 

14*19 

5.63-66 

... 

15-61 

55-16 

20,08*07 

1930-31 

32-47 

11,28-SO 

0-32 

18-98 

13-81 

4,86-58 

... 

12-17 

46-61 

16,46-25 

1931-32 

36-12 

9,94-48 

0-29 

18-11 

14-85 

4,34-22 

... 

10-66 

51*26 

14,57*46 

1932-33 

30-99 

10,31-49 

0-23 

18-98 

10-37 

4,17-65 

... 

0*04 

41-59 

14,68-15 

1933-34 

29-73 

10,49-62 

0-26 

20-85 

10-35 

4.05-45 


0*30 

40-33 

14,76-22 

1934-35 

29-79 

10,54*87 

0*20 

21-84 

10*88 

4,06-02 

... 

0*03 

40-77 

14,82-75 

1935-36 

28-11 

10,80-65 

0-27 

23-20 

10-60 

4,03-73 

... 

0-02 

38-98 

15,07-60 

1936-37 

27-62 

10,91-78 

0-22 

23*71 

10-98 

4,04-23 

... 

... 

38-82 

15.19-73 

1937-38 

16-28 

10,77-41 

0-03 

11-67 

7-25 

3,89-05 

••• 

... 

23-57 

14,78-12 


^ ^ Change in the classlicatioa of accsotinta led to the wide disparity between the figures for 

this and the previous year. 
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explanatory note to table 10 
mi -12 io J920-2I— 

(1) Liquors foreign or made in India 
Country spirits. 

Toddy revenue. 

(2) Miscellaneous, 

(3) Opium and its preparations, 

Other drugs, ganja, bhang, etc. 

Pachawai revenue, 

Duty on ganja. 

(4) Gains on sale proceeds of excise opium, etc. 
mi-22 io 1927-28--^ 

(1) License and distillery fees for the sale of drink and drugs. 

(2) Fines, confiscations and miscellaneous. 

(3) Transit duty on opium and duty on ganja and acreage on poppy. 

(4) Gain on sale proceeds of excise opium and other drugs. 

Recoveries of investments in Government commercial undertakings, 

Profits from Government commercial underiak'ngs. 

Recoveries of indirect charges from Government commercial undertakings. 

After 1927-28^ 

(1) Country spirits— country fermented liquor— malt liquors, wines and spirits, 

receipts from commercial spirits, medicated wines, and distilleries. 

(2) Fines, confiscations, etc. — recoveries of over payments,— collection of pay- 

ments for services rendered. 

(3) Opium, hemp and other drugs. 

(4) Recoveries of investments in P^^ofits from and recoveries of indirect 

charges from commercial undertakings. 


In the Government accounts, * excise * is applied chiefly to the taxation 
imposed on drugs and intoxicants produced in the country. The excise duty on 
motor spirit, kerosene, silver, sugar, matches, iron and steel, and mechanical 
lighters are credited to * customs *. 
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FBDBEAL fllSAXCE IN' INDIA 


TABLE 11.— DETAILS OF SALT REVENUE 
(In Lakhs of Rnpees) 


Year ' 

Sales of 
Government 
salt 

Excise duty 
on salt 

manufactured 

locally 

Duty on salt 
imported 

Miscellaneous 

Refunds and 
Assignments 

Charges for 
collection 

Net receipts 

1911-12 

31*70 

1 

3, 24-15 

1,46*22 

6-60 

38*17 

^ 55*16 

! 

4,15-34 

1912-1.3 

32*43 

3,23*17 

1,37-28 

7*27 

38*59 

O 

o 

4 05*56 

1913-14 

31-53 

3,27*33 

1,49*85 

8*08 

39-42 

54-69 

4,22*68 

1914-15 

42-50 

3,75*62 

1,61*03 

7*47 

40*50 

53*82 

4,92*30 

1915-16 

39' 58 

3,54*26 

1.42*77 

10*53 

41-22 

56*13 

4,49-79 

1916-17 

Sl-29 

5,07*89 

00 

9*48 

39*61 

59-47 

6,24*86 

1917-18 

87-70 

5,97-43 

1,28*04 

11*75 

43*60 

64*06 

7,17*26 

1918-19 ... 

S5-5S 

4,41*82 

1,28*15 

16*15 

97*03 

82-64 

4,62*03 

1919-20 

33-98 

3,74-24 

1,54-77 

11-80 

48*42 

80*87 

4,45*50 

1920-21 

48*60 

4,64-94 

1,55*22 

7*69 

96*21 

92*01 

4,87*33 

1921-22 

43*03 

4,08*80 

1,77*78 

14-60 

46*67 

1,18*52 

4,79*02 

1922 23 

47*86 

4,58*15 

2,07*40 

18-06 

89-09 

1,10*38 

5,32*00 

1923-24 

68-92 

6,97*85 

2,32-09 

13*51 

48-40 

97*82 

8,66*15 

1924-25 

40-56 

4,68 85 

2,66*67 

9*70 

83*10 

82*96 

6,19*72 

1925-26 

38-35 

3,88-92 

2,01*80 

7-96 

44*34 

84*42 

5,08-27 

1926-27 

42-69 

4,14-13 

2,07-45 

8*59 

41*23 

81*13 

5,S0*.50 

1927-28 

41-72 

4,19-12 

1,97*00 

10*03 ? 

45*72 

83*91 

} 5,38*24 

1928-29 

54-94 

4,89-52 

2,08*27 

13*10 

45*39 

. 82*36 

! 6,37*58 

1929-30 

41-70 

4,13-55 

2,15*50 

10*13 

44*12 

86-23 

' 5,50*53 

1930-31 

34-73 

4,04-30 

2,37-14 

14*35 

46*43 

86*29 

5,57*80 

1931-32 

41-85 

5,26-83 

2,95-49 

13*92 

42*56 

78*25 

7,57 28 

1932-33 

53-53 

6,41-41 

3,29*15 

14*37 

55*17 

71*97 

9,11*32 

1933-34 ... 

45-34 

5,65-04 ^ 

2,82*12 

13*42 

54*68 

73*85 

7,77*39 

1934-35 ... 

40-08 

5,18-45 

2,46*03 

12-66 

53*55 

74*29 

6,89*38 

1935-36 ... 

41-60 

5,42-72 

2,64*60 

11*82 

54*63 

78*56 

7,27*55 

1936-37 

39-67 

5,77-43 

2,78*01 

5*13 

24*59 

1,07*69 

7,67*96 

1937-38 ... 

40-05 

5,72-53 

2,39*57 

4*79 

23*94 

1,06*20 

7,26*80 
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TABLE 12.— FINANCIAL STATISTICS OF RAILWAYS IN INDIA 
(In Rupees 000) 


Year 

Total Capital j 
aCCharge 

Gross 

Earnings 

Working 

Expenses 

Net Earnings 

Percentage of 
Working 
Expenses to 
Gross 
Earnings 

Percentage of 
Net Earnings 
on Total 
Capital at 
Charge 

1911-12 

450,07 

55,28 

28,84 

26,44 

52-17 

5-87 

1912-13 

465,15 

61,65 

30,16 1 

31,49 

48-92 

6-77 

1913-14 

T'S,09 

63,59 

32,93 

30,66 

51*79 

6-19 

1914-15 

519,22 

60,43 

32,75 ! 

27,68 

54*19 

S-33 

1915-16 

529,98 

64,66 

32,92 

31,74 

1 

50-91 

5-99 

1916-17 

535,28 

70,68 

33,40 

37,28 

47-26 

6-96 

1917-18 

541,80 

77,36 

35,36 

42,00 

45-72 

7-75 

1918-19 

549,74 

86.29 

41,80 

44,49 

48-45 

8-09 

1919-20 

566,38 

89,15 

50,65 

38,50 

56-81 

6-80 

1920-21 

626,81 

91,99 

60,29 

31,70 

65-54 

5-06 

1921-22 

647,97 

92,89 

70,80 

22,09 

76-22 

3-41 

1922-23 

697,46 

105,65 

72,99 

32,66 

69-09 

4-68 

1923-24 

717,93 

107,80 

68,45 

39,35 

63*50 

5-48 

1924-25 

733,37 

114,75 

69.37 

45,38 

60-45 

6-19 

1925-26 

754,32 

113,39 

71,09 

42,30 

62-60 

5-61 

1926-27 ' 

788,67 

112,36 

69,70 

42,66 

62*04 

5-41 

1927-28 ... ! 

1 

822,86 

118,26 

1 72,60 ^ 

45,66 

61-39 

5-55 

1928-29 ... ! 

831,39 

1 118,87 

74,62 

44,25 

62-77 

5*32 

3929-30 

1 856,75 

1 116,08 

1 75,48 

40,60 

65-02 

4-74 

1930-31 

j 869,81 

* 106,57 

^ 74,23 

1 

32,34 

69*66 

3-72 

191^1-32 

; 876,34 

97,20 

69,09 

28,11 

71-08 

3-21 

1932-33 

i 884,91 

96,21 

68,90 

27,31 

71-61 

3-09 

1933-34 

884,41 

99,58 

69,54 

30,04 

09-84 

3-40 

1934-35 

885,47 

102,81 

70,60 

32,21 

68-67 

3-64 

1935-36 

879,59 

103,84 

I 70,94 

32,90 

68*31 

3-74 

1936-37 

880,13 

108,07 

j 

i 69,93 

38,14 

64*71 

4*33 

1937-38 

1 845,68 

1 

107,57 

j 69,63 

37,94 

64-73 

4-49 
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FKDER.\L FINANCE IN INDIA 


TABLE 13.— FINANCIAL POSITION OP RAILWAYS 
(In Rs. 000) 



Capital at Charge on 

Class and Name of Railway 




31 March 

j 31 March 


1929 

! 1937 

CENTRAL GOVERNMENT 



Commercial Lines 



State Railways worked by the State 



East Indian (including Bihar) ... ... ... i 

1,39,75 

1,47,70 

Eastern Bengal ... ... ... ... j 

47,84 

SI, 48 

Great Indian Peninsular ... ... ... I 

1,11,82 

1,14,58 

North Western (including New Capital Railway Works, ^ 



Delhi) ... 

1,02,68 

1,13,05 

Burma 

32,76 

34,69 

Railway Collieries 

98 

1,87 

Total ... 

4,35,83 

4,63,36 

State Railways worked by Companies or 



Indian States 



Assam Bengal 

21,62 

23,87 

Bengal Nagpur 

71,61 

77,84 

Bezwada (mcluding Dhone-Kurnool) 

33 

46 

Bombay, Baroda and Central India 

70,24 

73,78 

Jodpur (Brifsh Section) 

83 

1,16 

Lucknow Bareilly ( Rohilkund— Kumaoir) ... 

1,56 

2.54 

Madras and Southern Mahratta ... 

54,75 

53,31 

South Indian 

35,88 

45,68 

Tirhoo t { Bengal a n d North W estem) 

9,26 

1 10,01 

Contribution to Depreciation Reserve Fund 

... 

... 

Total ... 

2,66,08 

2,88,63 

Miscellaneous 

3,20 

3,09 

Total Commercial ... 

7,05,11 

7,55,08 

Si:eategtc Lines 



Northwestern 

33,10 

33,80 

Total Central Government ... 

7,38,21 

7.88,88 

PROVINCIAL GOVERNMENTS 



Government of Assam— Jorhat (Reserved) ... 

13 

13 

Government of U,P.— Distillery Sidiq (Reserved) 

1 

1 

Total Provincial Governments ... 

14 

14 

Grand Total ... 

7,38,35 

7,89,02 
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TABLE 13.— FINANCIAL POSITION OP RAILWAYS 

(In Rs. 000) 


Net Receipts 


Percentage of 
net Revenue 
Receipts on Capital 
at Charge 


Total Charges 


Percentage of 
Gain or Loss on 
Capital at^Charge 
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FKDERAL FINANCE TN INDIA 


TABLE I4.-FINANC1AL RESULTS OP IRRIGATION, 1936 37 
(In Rs. 000) 


Provinces and Canals 


Cmtral Government-- 
Fishin Canal (Baluchistan)... 
Nari Weir Canal ( „ )... 

Tank Projects (Rajpulana) ... 

Total (Unproductive) 
Nasirabad Section of Lloyd Bar- 
rage & Canals System (Sindl . 
Total Central Government. 

Provincial Governments— 
Government of Madras : 
Cauvery Delta System 
Godavari Delta System 
Fennar River Canals System 
Periyar System ... 

Kistna Delta System 
Lower Coleroon Anicut 
System 

Divi pumping System 
Toludur Reservoir Project ... 
Cauvery Mettur Project 
Kattalai Scheme 
Other Projects ... 

Total Pi'oductive 

Kumool-Cuddapa Canal 
Special accelerated wide- 
spread programme of im- 
provement of tanks 
Other Projects ... 

Total Unproductive 
Total Irrigation 

Buckingham Canal 
Other Projects ... 

Total Government of Madras 

Government of Bombay— 

Total Productive 
Mutha Canal including Matoba 
Tank ... 

Nira Left Bank Canal and 
Sbetphal Tank ... 

Godavari Canal 
N ira Right Bank Canal 
Pravara River W orks 
Other Projects 

Total Unproductive 
Total Government of Bombay 






+j) 

A 

Capital outla 
to the end ol 
1936-37 

Total Revenu 
receipts 

Working 

expenses 

Intere.st on 
capital 

Rate per cen 

11 ^ 

it 

28,95 

30 

S3 

1,08 


-4‘SS 

6,28 

10 

10 

27 


-~4-26 

34,21 

95 

64 

1,15 


-2*45 

69,44 

1,35 

1,27 

2,50 


-3*49 

1,07,53 

3,15 

8,95 

5,17 


-10*20 

1,76,97 

4,50 

10,22 

7,67 


... 

78,33 

13,86 

2,36 

3,15 


10*65 

1,68;84 

51,98 

11,44 

6,13 


20*38 

'S8;82 

5.92 

1,09 

1,98 


4*85 

1,04,65 

8,61 

1,89 

3,51 


3*07 

2,20,96 

44,91 

9,30 

8,08 


12*46 

29,13 

4,63 

1,38 

1,13 


7*20 

25,89 

3,18 

35 

97 


7*18 

23,51 

83 

45 

1,01 


-2-69 

6,48,54 

11,04 

3,77 

31,44 


-3-73 

38,51 

1,10 

48 

1,86 


-3*23 

73,78 

9,88 

3,61 

2,77 


4*74 

14,J'0,96 

1,55,94 

36,12 

62,03 


3*93 

2,33.14 

3,15 

88 

7,82 


-2*38 

32,95 






1,42,38 

4,35 

2,39 

5,03 


-2*16 

4,08,47 

7,50 

3,27 

12,85 

-2^1 

18,79,43 

1,63,44 

39,39 

74,88 

2*62 

85,93 

1,10 

2,20 

2,87 


-4*62 

1,33 

1 

16 

4 


-14*85 

19,66,69 

1,64,55 

41,75 

77,79 i 

2-29 

13,75 

1,64 

22 

46 

f 

€•91 

66,83 

4,10 

87 

1 2,29 


T39 

1,39,45 

1 6,92 

1,92 

: 5,84 


-0*60 

1,00,68 

4,21 

3,23 

3,44 


-2*44 

4,01,41 

2,59 

3,45 

18,25 


^4*76 

1,45,10 

6,07 

3,90 

5,98 


-2*62 

1,67,24 

4,48 

2,97 

5,63 


-2-46 

10,20,71 

28,37 

16,34 

41,43 

- 2-88 

10,34,46 

30,01 

16,56 

41,89 

-2-75 
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TABLE 14.~PINANCIAL RESULTS OF IRRIGATION, 
1936-37 (In Rs. 000) — {continued) 


Provinces arfd Canals 

Capital outlay 
to the end of 
1936-37 

Total Revenue 
receipts 

Working- 

expenses 

Interest on 
capita 

Rate per cent 
on capital out- 
lay to the end 
of 1936-37 

Government of Bengal’— 

Damodar Canal 

1,17,58 

' 

4,93 

! 

2,74 

5,68 

-2-97 

Bakreswar Irrigation Scheme... 

7,02 

19 

14 

35 

-4-27 

Total Productive 

1,24,60 

5,12 

2,88 

6,03 

-3-04 

Midnapiir Canal 

83,07 

1,26 

1,27 

2,76 

-3-34 

Total Irrigation 

2,07,67 

6,38 

4,15 

S,79 

-3-16 

Hijili Tidal Canal ... 

25,51 ! 57 

41 

85 

-2’ 73 

Calcutta and Eastern Canals... 

69,88 

3,75 

4,32 

2,21 

3,51 

-3-98 

Madaripur Bil Route 

Dredger * Ronaldshay ' 

Dredger ‘ Cowley ’ 

83,11 

1,75 

1,67 

-4-13 

48,40 

1 

1,56 

2,42 

—8* 19 

45,39 

i 1 

92 

2,27 

-6’99 

Other Projects 

38,42 

96 

! 

i 

2,46 

1,64 

-8T7 

Total Government of Bengal. 

5,18,38 

' 13,43 

15,49 

21,69 

~4*SS 


t 

I 


Government of United Provinces— - 

Ganges Canal 

Lower Ganges Canal 

Eastern Jumna Canal 

Agra Canal 

Sarda Cana! 

Grid Plydro-Electric vSeheme 
Ramganga Canal ... ... l 

Tube Wells (State) 

Other Projects 

4,18,77 
3,91,80 
56,92 1 
1,15,10 1 
9,60,83 ' 
3,01,57 1 
26,45 
99,11 
19,69 ; 

73,63 

46.70 
26,32 
12,38 

41.71 
20,45 

1,65 

9,47 

1,19 

17,62 

14,79 

5,36 

4,60 

24,95 

9,21 

2,35 

9,03 

1,02 

! 

14,58 

13,07 

2,05 

3,84 

45,24 

10,64 

1,25 

2,37 

56 

9*90 

4-81 

33*23 

3*43 

-2*96 

0*20 

-7-39 

-1*94 

-1*97 

Total Productive 

23,90,24 

2,33,50 

88,93 

93,60 

2*13 

Dun Canals 

26,06 

2,09 

85 

1,10 

0*54 

Betwa Canal 

82,33 1 

5,98 

3,01 

2,77 

0*24 

Ken Canal 

58,79 1 

3,05 1 

1 1,65 

1,96 

-0*96 

Dhasan Canal 

48,47 1 

1,58 s 

1,13 

1,63 

-2*46 

Ghaggar Canal including Garai 
Canal 

1 

50,27 i 

i 2,09 

1,39 

2,13 

1,84 

-2*25 

Other Projects 

91,80 ! 

2,56 

3,97 

-3*86 

Total Unproductive 

3,57,72 

17,35 

10,16 

13,27 

-1*70 

Total Govt, of United Provinces 

• 

27,47,96 

1 

2,50,85 

i - 

99,09 

1,06,87 

1*63 

1 

.1 
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FEDEBAL FINANCE IN INDIA 


TABLE 14.— FINANCIAL RESULTS OF IRRIGATION. 
1936-37 (In Rs. 000) — {continued) 


Provinces and Canals 

Capital outlay 
to the end of 
1936-37 

Total Revenue 
receipts 

Working 

expense; 

Interebt on | 
capital 

l-y 

*S S 

g O ® Of” 

B 

Government of Punjab^ 



! 

1 

1 

) 

Upper Ban Doab Canal 

Western Jmnna Canal 

Shirliind Canal 

Lower Chenab Canal 

Lower Jbelnra Canal 

Upper Chenab Canal 

Upper Jhelum Canal 

Lower Bari Doab Canal 

Sntlej Valley Project 

Other Projects 

2,09,99 
1,81,01 
2,51,18 
‘ 4,40,87 

1,97,30 
3,92,32 
4,41,50 
2,28,03 
8,97,00 
33,47 

60,42 

39,97 

51,64 

1,63,95 

49,16 

32,90 

18,96 

89,29 

82.05 

17.06 

16,44 

15,83 

16,19 

33.15 

13.15 
11,42 
13,59 
15,55 
25,66 

7,04 

i 7,04 
6,17 
‘ 8,44 

j 16,04 
j 7,07 
* 13,03 

14,81 
7,78 
40,45 
1,12 

17-59 

9-93 

10-75 

26-03 

14-67 

2*15 

-1*91 

28*93 

1*78 

26*58 

Total Productive 

32,72,67 

6,05,40 

1 1,67,02 

1,21,94 

9*67 

Indus Inundation Canals 
Paujnad Head works 

Other Projects 

Total Unproductive ... 

32,63 
73, IS 
25,74 
1,31,52 

6,19 

9 

9,09 

15,37 

7,00 

75 

5,76 

13,51 

1,13 

3,43 

83 

5,49 

-”-5*94 
-5*59 
! 9*29 

-2*76 

Total Government of Punjab ... 

34,04,19 

6,20,77 

1,80,53 

1,27,43 

9*19 

Government of Bihar-^ 





i 

Son Project— Total Productive, 

2,58,99 

28,48 

9,46 

8,61 

4-02 

Tribeni Canal 

Dhaka Canal ... ... 

79,26 

I 6,18 

3,01 

31 

1,23 
11 ' 

2,66 

21 

-1-11 

- 0-13 

Total Unproductive ... 

85,43 

3,32 1 

1 1,34 1 

2,87 

-1-04 

Total Government of Bihar ... 

3.44,42 

31,80 1 

10,80 

11,48 1 

2*77 

Government of Central Pro* 
vinees^ 


1 


* 1 

1 

€ 

Ranatek Reservoir 

Tandula Canal 

W ainganga Canal ... 

Mahanadi Canal ... 

Kharung 

Maniari 

Other Projects 

27,92 

1,20,75 

53,24 

1,59,33 

59,28 

58,30 

1,77,91 

34 
3,37 
1,28 
2,49 , 
6 1 
4 ' 
2,14 , 

1 

26 

1,28 

71 

1,80 

46 

49 

1,52 

93 

4,71 

2,00 

6,54 

2,73 

2,69 

7,15 

-3*04 

-2*17 

-2*68 

-3*67 

-5*26 

-5*39 

-3*67 

Total Government of Central 
Provinces 

6,56,73 

1’ 

9,72 

1 

6,52 

1 

26,75 J 

- 3*59 
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TABLE 14.~FINANCIAL RESULTS OF IRRIGATION, 
1936-37 (In Rs. 000)---{conimued} 


Frovmces atM Canals 

Capital outlay 
to the end of 
1936-37 

Total Revenue 
receipts 

Working 

expenses 

_ 

Interest on 
capitm 

w 

Rate per cent 
on capital out- 
lay to the end 
of 1936-37 

Gorermneni of Norths West 
Froniisr Province-— 

Lower Swat Canal 

59,91 

8,87 i 

1,92 

2,21 

7*91 

Kabul River Canal 

14,38 

2,82 

1,13 

53 

8*07 

Total Productive 

74,29 

11,69 

3,06 

2,74 

7*94 

Pa barpur Canal 

31,50 

57 

1,69 

1,19 

-7*34 

Upper Swat Canal 

2,06,60 

9,63 

4,65 

7,27 

-1*10 

Total Unproductive ... 

2,38,10 

10 20 

6,34 

8,46 

-1*93 

Total Government of North- 
West Frontier Province 

3,12,39 

21,89 

9,40 

11,20 

0*42 

Government of Orissa— 

Orissa Project 

2,65,74 

6,81 

5,44 

8,86 

-2*82 

Rushikulya System 

51,87 

2,23 

1,03 

1,82 

-1*20 

Total Unproductive ... 

3,17,61 

9,04 

6,47 

10,68 

-2*55 

Gan jam Gopalpur Canal 

f,43 

... 

... 

5 

-3*32 

Total Government of Orissa ... 

3,19,04 

9,04 

6,47 

10,73 

-2*56 

Governmeni of Sind— 

Desert Canal 

26,74 1 

3,74 

2,09 

89 

2-84 

Fuleli Canal 

55,53 : 

4,28 

2,80 

2,48 

-1-78 

Lloyd Barrage and Canals 
Construction 

27,57,59 ^ 

1,33,48 

56,93 1 

1,52,46 

-2-75 

Other Projects 

68,24 1 

17,69 

10,19 

2,56 

7-24 

' Total Productive 

29,08,09 

1,59,21 

72,01 i 

1,58,40 

-2*45 

Total Unproductive ... 

27,58 

1,26 

2,09 ’ 

1,08 

-6*91 

Total Government of Sind ... 

29,35,67 

1,60,47 

74,10 

1,59,48 

-2*49 

Total Provincial Governments ... 

1,42,39,89 

13,12,55 

4,60,71 

5,95,31 


Total Central Government ... 

1,76,97 

4,50 

10,22 

! 

7,67 

i 

Grand Total ... 

1,44,16,86 

13,17,05 

4,70,93 

6,02,98 

r - ' 


REJENUB AND EXPENDITURE OF THE PROVINCIAL 

GOVERNMENTS FROM 1921^22 

Finance and Revenne Accounts ot the Government of India 
till tlie year 1937-38, and Budget Statements of the various 
Provincial Governments for the other years. 

Notes . — 1. The revenue figures are gross, except in the case ot 
* Irrigation ' for which net figures are given. 

2. The figures of Expenditure under * Civil Works ’ include 

interest on capital outlay on Hydro-electric Schemes, etc., 
but do not include ‘ Capital Outlay on Civil Works 
charged to Revenue h 

3. Agriculture includes Veterinary. 
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Revised estimates. ^ Budget ^timates. 
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From 1936 - 37 , excluding Sind. ^ Re\dsed estimates. , •* Budget estimates . 
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TABLE 23.---BIHAE, ORISSA AND SIND, PROM 1936-37 
REVENUE (In Lakhs of Rupees) 
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TABLE 24 — INCOiMB AND EXPENDITURE OP DISTRICT AND 
LOCAL BOARDS 
(In Lakhs of Rupees) 
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9,95 

1920-21 

1,346 

*3,62 

f 

3,69 

4,92 


10,23 

7 

10 

3,62 

4,42 

1,09 

1,52 

10,65 

1921-22 

1,340 

,3.95 

1,80 

5,19 

1 

10,93 

7 

6 

4,09 

3,85 

1.24 

2,16 

^ 11,35 

1922-23 

1,325 

1 4,26 

1,68 

5,38 


11,32 

y 

8 

4,20 

3,66 

1,28 

2,21 

11,34 

1923-24 

1,289 

U,42 

1,82 

5,91 


12,14 

b 

3 

4,28 

3,81 

1,36 

2,29 

11,74 

1924-2S 

1,279 

4,60 

1,78 

5,93 


12,32 

8 

6 

4,46 

3,74 

1,40 

2,53 

, 12,13 

1925-26 

1,269 1 

|4,71 

2,30* 

7,05 


14,05 

9 

6 

5,05 

4,33 

1,72 

2,56 

1 

13,66 

1926-27 

1,265 

4,90 ' 

2,52 

7,66 


15,09 

10 

2 

5,30 

4,95 

1,81 

3,07 

15,13 

1927-28 

1,256 ^ 

1 

4,84 

2,58 

8,15 

15,56 

10 

6 

5,72 

5,04 

1,94 

3,26 1 15,96 

1928-29 

1,247 1 4,91 1 

2,57 

8,50 

15,98 1 

10 

9 

^5,91 

4,85 

2,00 

3,62 

1 

16,39 

1929-30 

1,246 

4,94 

2,67 

8,76 

16,37 

i 

10 

8 

6,05 

4,47 

2,02 

3,78 

16,3? 

1930-31 

1,246 

4,97 

2,52 

9,08 

16,57 i 

10 

5 

6,27 

4,63 

^04 

3,94 

16,88 

1931-32 

1,247 

4,83 

2,05 

8.65 

15,52 

9 

7 

6,25 

3,95 

2.00 

3,61 

15.81 

1932-33 

1,324 

5,12 

1,94 

8,45 

15,51 ' 

9 

5 

5,91 

3,69 

1,93 

3,58 

15,11 

1933-34 

1,317 

5,15 

2,07 

8,71 

15,93 

7 

1 

1 6,03 

3,84 

1,92 

3,88 

15,68 

1934-35 

1,098 

5,39 

2,07 

8,72 

16,17 

9 

8 ; 

6,08 

4,05 

2,01 

3,78 

15,92 

1935-36 

1 

im 

5,33 1 2,14 

8,75 

16,22 

9 

9 j 

6,10 - 

4,28 

2,03 

3,63 

16,04 
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TABLE 25 -INCOME AND EXPENDITURE OF MUNICIPALITIEwS 
(In Lalvhs of Rupees) 




I B tr 


Income 




Yeai 

Ntimbei of 
Municipalities 

^ o 

CJ o 

2 as 

1 § « 

' rs aw 

1 acJ 

1 

C/' 

cu cr 

■5 (u 
cj 

§1 

{ 

1 

o S 

S g 

ifi 

Total 

. bfi !>> 

S « 

Oi’B 2 « 

iD ^ 02 .Q 

§■515 

<U CD « 

cS 'O 

M 3 

♦ 0) 

1 

a 

« 

1911*12 ... 

714 

I 

17,130 

5,06 

7, S3 

12,89 

US. A. 

4 5 

p. 

7 

12,54 

1912-13 ... 

712 

17,085 

5,27 

12,32 

17,59 

4 12 

0 

17,02 

1913*14 

714 

17,219 

5,47 

13,09 

18,56 

S 1 

s 

18,48 

1914-15 

713 

17,228 

5,44 

13,11 

18,55 

4 IS 30 

18,70 

1915-16 

m 

17,266 

5,80 

0,31 

15,12 

5 0 

3 

15,45 

1916-17 

722 

17,342 

6,12 

9,45 

15,57 

5 2 

6 

15,58 

1917*18 . 

725 

17,353 

6,41 

10,42 

16,83 

5 S 

0 

16,58 

1918-19 ... 

731 

17,418 

5 6,97 

11,23 

18,21 

6 1 

3 

17,83 

1919*20 ... 

739 

17,485 

7,12 

13,58 

20,99 

6 8 

5 

20,97 

1920*21 

749 

18,129 

8,01 

19,50 

27,51 

6 IS 

5 

27,08 

1921*22 ... * 

7S1 

’ 18,794 * 

8,69 

19,81 

28,50 

6 14 

S 

28,69 

1922*23 ... 1 

7S7 

! 18,880 ! 

9,70 

-26,43 

36,13 

7 6 

11 

35,75 

1923*24 ... 

772 

18,960 

10,32 

3^,85 

44,16 

7 12 

6 

43,67 

1924*25 

763 

' 18.896 

n 07 

34,92 

46,00 

8 6 

3 

45,84 

1925*26 

767 

18,959 

11,43 

30,33 

41,76 

8 8 

9 

41,30 

1926*27 ... 

I 771 1 

19 063 

11,68 

26,14 

37,82 1 

8 13 

3 

37,89 

1927*28 

774 ^ 

19,087 

11,96 

24,25 

36,21 

8 14 

7 

36,61 

1928*29 ... 

776 1 

19,101 

12,29 

20,82 

33,11 

9 1 

5 

33,15 

19S9*30 . 

1 777 j 

i 19,113 

12,65 

i 25,13 

37,78 

9 5 

9 

37.70 

1930*3^ ... 

781 1 

1 21,230 

12,68 

23,91 

36,60 

8 4 

6 

36,25 

1931*32 i 

j 785 

22,433 

1 ' 

12,44 1 

23, 64 

36,28 

7 10 

9 

36,73 

1932*33 ... ^ 

* 789 

22,794 

12,56 

26,53 

39,10 

7 9 

3 

38,86 

1933^34 ... 

1 794 

f 22,794 1 

12,88 

23,82 

36,70 

7 11 

7 

^ 36,18 

1934*35 

798 

22,876 

13,14 

24,94 

38,08 

7 IS 

3 

37,60 

1935-36 ... 

812 

22,818 

1 13,46 

27,74 

41,21 

8 3 

7 

41,21 




TABLi: 27.— INCOME AND EXPENDITURE OP MUNICIPALITIES IN DIFFERENT 

PROVINCES IN 1935-36 < 
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gg0 FBDBBAli FINANCE IN INDIA 

TABLE !8._AEEA. 

• AW. aonml tavmo., t Avny of five y«m. 

^ t Approximate annual revenue. 


Name of fee State 


Bahawalpur 
BanganapalU 
Baria ... 

Baroda 

Barwani 

Bhavnagar 

Bbor ... 

Blkanlr 

Cambay 

Charkbari 

Chliota-Udepur 

Cochin 
Cooch Behar 
Datia ••• 

Dhar (C.I.) 
Dharampur 
Dholpur 

Dhrangadhra 

Dhrol ... 

Dtmgarpur 

Faridkot 

Gondal 

Gwalior 

Hyderabad 

Idar ... 

Indore 

Jaisalmer 

Janjira 

Jaora 

Jawhar 

Jhalawar 

Jodhpur 

Junagadh 

iCapmrfeala 


1 

Area 

(in sq. miles) 

Population * 
(1931 Census) 

Revenue (1937) 

Rs. 00,000. 

22,000 

1,000,000 

85-00 

27S 

40,000 

3-01 

1 813 

159,429 

*12-00 

8,164 i 

2,443,007 

280*46 “ 

>-• 

CO 

141,110 

112-00 

2,961 1 

500,274 


910 i 

141,546 

7*08 

23,317 j 

936,218 

125*00 

392 j 

87,761 

ri3-oo 

880 ' 

120,351 

8*00 

! 890 ' 

144,640 

11*20 

1 1,480 

1,205,016 

103-00 

1,318 1 

590,866 

J32-00 

912 

158,834 i 

tl8-00 

1,800 

243,521 1 

*30-00 

704 

112,031 i 

8*50 

1,231 

254.986 , 

17*70 

1,167 

88,961 • 

25*00 

282 

27.639 ' 

*2*45 

1,460 

227,500 1 

*8-00 

643 

164,346 j 

20*00 

1,024 

205,846 

50*00 

26,397 

3,523,070 

250*00 

100,465 

17,877,986 ! 

m2-m 

1,669 

not given 

21*00 

9,902 

1,325,000 

135*00 

16,062 

not given 

S’31 

379 

110,388 

11*00 

601 

100,204 

12*00 

308 

57,261 

: *3*45 

813 

107,890 

7*48 

36,021 

2,125,982 

171-57 

3,337 

545,152 ' 

100*00 

652 

316,757 

40*00 
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TABLE 28.— AREA, POPULATION AND REVENUE OF TPIB PRINCIPAL 
* INDIAN STATES— 


* Average annual revenue. t Average of five years. 

t Approximate annual revenue. 


« 

Name of the State 

i 

Area 

(in sq. miles) 

Population 
(1931 Census) 

9 

Revenue (1937) 

Rs. 00,000 

Khairpur 

6,050 

1 

1 

1 

227,168 

25*00 

Kishaiigarh 

858 

85,744 

7-SO 

Kolhapur 

3,217 

857,137 

125*70 

Kotali... 

5,684 

685,804 ' 

51*70 

Kutch... 

8,249 

514,307 

32*00 

Limbdi 

343 

40,088 ^ 

9*00 

Lunawada 

388 

95,162 1 

s-so 

Maihar 

407 

68,991 1 

ts*oo 

Mandi 

1,200 

207,465 1 

♦12*48 

Mayurbhanj 

4,243 

889,603 1 

33-00 

Morvi... 

822 

113,024 ' 

40*00 

Mysore 

29,474 

6,557,302 1 

379*00 

Nawanagar 

3,791 

409,192 

90-00 

Orchha 

2,080 

314,661 

tl3*00 

Palanpur 

1,774 

264.179 

10*62 

Partabgarh 

m 

— 

t5*7S 

Pat'ala 

$.932 

1,625,520 

157*00 

Patna... 

2,511 

566,943 

10*81 

Porbandar 

642 

115,741 

21*00 

Radhaapur 

1,150 

70,530 

8*00 

Rajhot 

283 

75,540 

] 12*50 

Rajpipla 

j 1,517 

t 206,085 

1 27*00 

Rampur 

892 

464,919 

45*17 

Ratlam 

1 693 

107,321 

1 10*00 

Rewa ... 

13,000 

' 1,587,445 

60*00 

^Samthar 

178 

— 

3*50 

Sangli 

1,136 

258,442 

tl5*96 

Simoor 

1,141 

148,568 

1 112*00 

Sant ... 

394 

‘ 83,531 

1 4*14 

Tonk ... 

2,553 

* 317,360 

2T76 

Travaccore 

7,625 

, 5,095,973 

252*54 

Tripura 

4,116 

382,450 

31*17 

Udaipur 

12,753 

1 1,566,910 

80*00 
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REVENUE (in Lakhs of Rupees) 
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Extension of Railways by Private Agency 
(returnl . 

Robertson Report on Eailw'ays. 

Notes on the Construction of Railways in India 

(for Students). 
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Year Volume 
1803 

190S 

1920-21 • 


1924 


V?i>nhn THlo 

Kepoii by Thomas Eobertson on Aclinimstration 
and Working of Indian Eailwajs. 

Beport of the Committee on the Finance and 
Administration of Indian Eailways Olackaj). 

Eeport of the Eaihtay Committee appointed 'by 
the Secretary of State to Enquire into Admi- 
nistration of Working of, Indian Eailways 
(Acworfch Committee) and Minnies of Evidence, 
4 vois. 

History of Indian Eailways, Constructed and m 
Progi-ess — Corrected iipto 31 AFarch 1923. 
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Abkaiii, 39, 4o, 13o-S: (see also 

* Excise ’) * 

Accounts and Audit, improvement of, 
98402; separation of, 344 

Acwortli Committee on railwa37S, 338 

Administrative functions, division of, 
between centre and provinces, 3204 

Agency functions, provincial govern- 
ments to discharge, 321 

Agricultural incomes, proposal to tax, 
427 

Argyll, the Duke of, 01, 92, 112, 318, 
127, 133 

Auckland, Lord, SB 

Audit, provincial resolution, 330; under 
Beforms, 330 ; separation of, from 
accounts, 844 

Auditor-General for India, 330, 331 


Babingiun Smith CoMmiTEE, 335 
Balances, decentralization of, 4204 
Banerjea, P. N., 64n, Ton 
Banks, the Presidency, 103-4 
Barbour, Sir David, 95; systematizing 
the budget, 98; memorandum to Her- 
schell Committee, 246; became Finance 
^ilember, 245 ; member of Fowler 
Committee, 249 ; criticism of provin- 
cial contracts, 260 

Baroda, 390, 530 ^ 

Beadon, Sir Cecil, 134 
Bentham, Jeremy, 5 
Bentinck, Lord William, 6, 7, 22, 27, 
33, 53, 61 
Bevan, Edwyn, 69 
'Beveridge, H., 19n 
Blkanir, Maharaja of, 383, 386 
Bird, Eobert Merttins, 27, 28 
Blackett, Sir Basil, and financial re- 
construction, 338; on railway finance, 
338, 889; conversion operations by, 
389-40 ; reorganization of the tax- 
system, 340; India’s debt to, 811; on 
» provincial contributions, 842; and Pro- 
vincial Loans Fond, 343 
Borrowing, provincial powers of, 329; 
provincial, co-ordinated with central, 
343; under Federation, 403 
Bright, John, 60, 67 
Bminn, Charles, 68 
Bryce, Lord, 380 

Budget, provincial, separated from 
central (1920), 330; procedure (cen- 
tral), 333; (provincial), 334 
Budget system : under Wilson and 
Laxng, 96-8; creation of provincial 
budgets, 173-3; evolution of popular 


control oi, %, 299-3(10; difterence be- 
tween British and lifdian, 99400; 
budget proceduie, 300; budget con- 
trol, 332-1, 403-5 

Budget restrictions, relaxation of, 330 

Burke, 11 

Burma, separation of, 423 el seq. 

Butler, Sir Hareourfc, 385 


Campbell, Sib Gdoege, GO 
Canning, Lord, 81, 95n, 110, 124 
Cassels, Sir Eobert, 410 
Cauvery-Mettur Project, 421 
Ceniraiization, 60; Campbell on, 60: 
Trevelyan on, 61-2; and provinces, 
62-6; proposals for leform, 67-8; signi- 
ficance of, 69; merits and defects of, 
70; increase after 1858, 141-52, 314-15 
Chablani, H. L., 397n 
Clerk, Sir George, 82, 94n 
Chelmsford, Lord, 317, 319, 382 
Cochin, 390, 538 

Colvin, Sir Auckland, 95, 231, 242, 244, 
255 

Conversion operations, 182, 339; pros- 
pects of, 412 

Cornwallis, Lord, and zamindari settle- 
ment, 19; and salt tax, 41; civil 
expenditure, 52, 53 

Cotton excise duty, imposed, 247-8; 
abolished, 337 

Cotton piecegoods, consumption of, 365 
Council Bills, 94 

Creagh, General Sir O’Moore, on cen- 
tralization, 814-5 

Cromer, Lord, 96, 106; became Finance 
Member, 206 ; on railway construc- 
tion, 206; and shared revenues, 225-6 
Currency, the rupee as sole legal tender, 
102-4; made a central concern, 102; 
Wood’s views on, 103; paper cur- 
rency, 103; Wilson’s views on, 103-4; 
gold currency, 104; the fall of the 
rupee exchange, 241, 244; effects 

thereof, 106, 245; Mansfield’s propo- 
sals, 245; Herschell Committee and 
closing of the mints, 246; gold stan- 
dard aimed at, 247; Fowler Commit- 
tee and gold exchange standard, 
248-9; rupee stabilized at Is. id., 249; 
War and the rupee, 285; rupee at 
25., 340; Hilton Young Commission 
and Is. 6d. ratio, 345; the rupee 
linked to sterling, 360-1 ; gold ex- 
ports, 364-5 

Curzon, Lord, 15; opposition to Home 
Government, 92; on land revenue 
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policy, 123; member of Wclbj Com- 
mis&ioD, 240; resolution on education, 
277 

Customs duties, 89-li; Wilson’s policy. 
7B; Laiug, 86; abolition of, 215-7; 
imposed again, 217; countervailing 
excise duty, 247; increase during war, 
303, 304-5;^ policy after svar, 336-7; 
discriminating piotection, 340; ou- 
lianccment in depre'^sion, 361; eflects 
of protective duties, 365-7 ; future ot 
cuslouis revenue, 410-1, 412-3 


i)ALUou&rM, Loed, 7, i », 38, 66, um- 
licatiou oi India under, 66: and public 
works, 108 

Bavidfeon, d. C. C., 387 
Davidson Committee un Htaie eoiiiribu- 
tions, 388; on taritt anaugement with 
States, 390: on immiinitus eiip>>eU 
by States, 390 

Debt, public, growth of, 54-6; rise oi, 
73; conversion of, lHi-2, 339; produc- 
tive and nil productive, 339, 133; 

consolidation of, 4204; conversion 
operations, 339; burden of public debt 
in India and elsewhere, 133-5; posi- 
tion of Madias, 12 L 
JJebt, rmai, mea&iues against, 425 
Deccan Biots CommiBsion, 128 
Deccan Agriculturists’ Belief Act, 128 
Decentralization, Binancial, early ideas, 
66*7; \'\Msoa’s views, 153; Laing’s 
proposals, 153-5; Massey’s scheme, 
157; Maine on, 159; Madras scheme 
of, 160-1; failure of proposals, 165; 
Mayo’s measure, 168-84; success of, 
1B2-4, 203; progress of, 266-83; causes 
for slow progress of, 310-2 
Decentralization Commission, 287 et set]. 
Defence, see ‘ military ’ 

Depression, finances in the, 357 et seip; 
elieci on railways, 358-9; increased 
taxation, 361-3; cut in capital expen- 
diture, 363; provincial finances in 
the, 370 et Be<|. 

Devolution Buies, 325n, 328u 
Dicey, a79n 

Divided Heads, 2634; 323 et seq. 
Doles, 264 

D ’Souza, V. L., 389n 
Durand, Major-General Sir Henry, and 
decentralization, 164-5 
Duties, Inland Transit, 30-6 
Dutt, B, C., 22n, 23n, 24, 27n; and 
Bermanent Settlement, 123; and com- 
pulsory water rate, 127n; member of 
Welby Commission, 288n 
Dyarchy, 318; Division of reseiwed and 
transferred functions, 320-1 


East Ihhia Ooumm, 6, ID, 11; Fifth 
Befiort on the Afairs of, 17n 


, Economic policy , need for a bintabie, 

43b'9 * 

Elgin, Lord, iJb, 143 
Ellenborongh, Lord, 33, 47 
Eiphinstonc, Mountstuart, 5, 26, 66, 31 1 
Exchange, rate of, 94 ; fall of, 211 ; 
oiTeets on budget and accounts, i06-7 ; 
diliiculties of fall m, 211-2: exchange 
rales (table), *242; stabilization, 
216-7; adoption of l6‘. 4ii. lupce, 
247-8. (Sec also ‘ Currency ’) 
Exchange operations, 93 
Excise (see * Abkari ’), 45; excise on 
spirits and drugs, J35-&; provincial- 
ized, 824; burden of, in ilie provinces, 
848; proposals for ccntrah/uig excise 
on liquor. 352; on sugar and matches, 
368: future of, 411; effeeth of pi'ohi- 
bition on liquor excise, 119-50 
Expendituic, growth of, 4, 47-68, 239- 
12; scope and distribution of, 4: 
jioiii 1765-1980, 9; proportion oi 

various heads to total, 10 ; local 
bodies, 10; items of civil, comparison 
of, 64; militarv, 73; Welby Commis- 
sion (Eoyal), 99, 106, 240, 260; 

classification of, by Wilson, 106; 
causes for the increase of, 156-6; on 
divided licads, 264: piovincialization 
of, 293; on administration in the pro- 
vinces, 298; iion-votable heads of 
(central), 332; (provincial), 334; on 
transferred services, 347; on educa- 
tion, public health, etc.. 347; dispa- 
rity in the provincial standards of, 
318; cut in capital, 368; on defence, 
393, 409-10: charts of, 163; statist!- 
. cal tables of, 491-2, 494, 517-29 
External Capital Committee. 341 


B’amine, policy, 196; attempt at iuqius- 
mg’ local responsibility, 196 et seq.| 
Insurance Fund, 203-6; taxes, 197, 
2U5, 213-4; and poor lelief, 197-8: 
danger of, to provincial settlements, 
265; insurance scheme, 265, 301; 

relief, loans for, 329; Fund, 420 
Fawcett, Professor, 205, 208n, 239, 240 
B’cderal Court, 396, 427-8 
Federalism — suitable for India, 379; 

Bryce’s views on, 380 m 

B'ederal Finance, early proposals for, 
153-65; committees on, 396-7; in 
relation to the States, 387 et seq.; 
and Governors’ Provinces, 392 et 
seq.; the theory of, 406 et seq.; in 
other countries, 406; division of reve- 
nue under, 401-2 ; unique nature of 
Indian, 402; criticisms of, 408 
Federal Government, needs of the, 108 
et seq. ; revenues of the, 410 et seq. 
Federal Eailway Authority, provision 
for a, 394 

Federal Eelations Committee, 384, 386 
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FfdiratiOB, ob&iacles t j, Sbl <t ' 

1 umiliia3ion»oi5, 3B3: i’nnfys i 

•>. tinide to, 3&S pi boq.; piovitioii fu? , 

I Ik ostabhshmeot of, 387; po\^<'iN 
(ic ' rnor-Gprioral nudcr, 393; 
ioi ?]]] all-Iiidin. a pru^t'^i of, 3h(,> j 
of ^cq.; &i'>aii«npl obsiaples ro, 3S7 ; , 
aitd freedom oi i^ade, 390; ofai-tilu 
ticma^ fratiieworlC 391 ; ai»tl Jjidiaii 
Stales, 379 et seq. ; and p’ovincial 
autonomy, 392 

Finance, East IiulU, Stieei CWimtlcc 
g1 the House of ComiiiOBb on, JOl; 
|jru¥mcial, ilu hegi'mjni^s of, i3b~*i2. 
fSe. cLo ‘ fede ^jlii mancp ‘ central* 
laation 

Fiiiai-tco Member, 9] -6; coin pared to the 
idriiibii Cbancelka' of ihe E.^cbcqtier, 
GS; 96 

Finance Bepartmeni , ©voliuion of, 17; 
reorganization oh 97-9; organization 
of provincial, 330 

Finances, division of, beia^een the 
Centro and provincer, 323 et seq. : pro- 
posals for reallocaiing, 345 et seq.: 
methods of ejecting adjustment, 319; 
division under the Act of 1935, 392* 
402; in depression, 357-78 
Financial adviser, provision foi the 
appointment of, and his duties, 391 
Financial control, of the Supreme Gov- 
ernment, 59; system of central, 332 
et seq.; in Great Britain, 332; provin- 
cial 334; of the central government, 
3324; of the provincial Governments, 
334; under Beiorms, 403-5 
Financial crisis, 1858-60, 73; 1930-1, 
359 et seq.; handled by the Govern- 
ment of India, 361; passed away, 864 * 
Financial statistics, 104-7; appendixes, 
191438 

Financial system, Company's, 47-62; 

Eeforms under the Crown, 88-107; 

^ tiLiiocation by failing exchange, 211-8, 
239-53; dislocation by war, 3^01-9; re- 
organization, 335-44; m depression, 
356-75; peculiar features of Indian, 
429 et seq. 

Fiscal autonomy, 92, 96 

Fiscnl Autonomy Convention, 331 

Fiscal Commission, appointment of, 

• 331 

Fiscal policy, 92. (See ‘ fhihtoms 
duties ’) 

Fowdrr Committee, 24b 
Foster, M. H., services of, obtained. 9o 
Francis, Philip, and salt duty, 41 
Frere, Sir Bartle, 8, 8n, 73, 80, 82, 83: 

acts as Finance Member, 85, 94; 
^•ritacism of barracks, 318; supports 
permanent seUlement, 122; became 
Governor of Bombay, 113; his for- 
ward policy in public works, 113; on 
freedom of provincial govciamcnts, 
145 


G\rNriLTi, SiH FimmiOK, on sepaia 
lion of piovmcia] ba Inches, 343; hr 
^crnfiny of the bnoneki! admiiiiotra 
i lon , 37 1 

Wiflen, Sir Bobcii, evidence before 
FfoCei Commit lei , 2 lb 
Clad>Loue, views on .qiinduig id Imban 
I even lies, 89; on management of 
public debt, 182; memWn* of Beiecl 
Coiunuitce on FaKl India Finance, 
239 

Gokhale, G. K., on provincial contracis 
230n, 231n; evidence before Tnaian 
Expenditure Commission, 260; agita- 
tion for reduction of salt tax, i^2, 
on ‘ local despotisnit' 311 *. Political 
Testament of. 319 
auld.smid, 20, 127 

Gold standard, proposals tor auopucg 
245. 246; abandonnmnl of, 360; effect 
un India, 364 

Gold exchange standard. I Bee ’ Cur 
rcncy ’) 

Gold exports from India, 361, 369 
Goodnow', F. J., 69 
Governor-General, powers of, under 
Federation, 398: special responsibiU- 
ties of, under Federation, 393 et 
seq. 

Grant, Sir James, 17n, 19, 20, 36 
Giant-I)uf!, Sir M. B., and barracks, 
118; on customs line, 131; member 
of Select Committee on East India 
Finance, 239; became Governor of 
Madras, 239n 

Grants, inequalities in, 175-6, 415; spe- 
cial, 264 

Grigg, Sir James, 369; and grants for 
rural development to the provinces, 
374, 437; on military expenditure, 410; 
on grants, 415; financing of the new 
constitution, 424; public debt policy, 
435; reform of income-tax. 441 
Gupta, J. N., 346n 


Eaiuei, Sir Malcolm, 335, 330 
Hardinge, Lord, on Beforms, 81 i 
Harrington, H. B., introduced a hcciici*- 
tax bill, 75; his suggestions preferred 
by Laing, 84 

Hastings, Warren, 12; life, I2n; zamiU” 
dan settlcraenl , 18 ; and Board of 
Bevenue, 20; and salt tax, il; ami 
public debt, 54, 55 

Her&chell, Lord, Presideui of the rhu- 
reucy Committee., 246 
JJiIi, David, 62u 

Home Charges, 98, 105; eftVei of ex- 
rdiaugc on, 106*7; went on growing, 

107 

Horiog (kuimitiee Beport, 409n 
Hunter, Hu William, 7; opinion on 
Bombay laml revenue, 128; in. aniciid- 
ment to income-tax, 241; member 
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of Fiaanw Committee on provincial 

<*«3ifractb, 3Don 
Hydoi’iibad, 33‘2 

Hyndriian, articles on India, 240r} 


Inams, 127 

Inchcape (Lord), Chairman, Betrench- 
merit ComCiittees 337 
Income-tax, Wiieoii’b bill, 78; Treve- 
lyan’s opposition, 79-83; abandoned by 
Laing, B3; proposal lo revive the. 
156; reimposed, 166; opposition to, 
166-7 ; an income-tax super-imposed 
over the licence tax, 243-4; changes 
during (jreat War, 305; ecntral head 
of I'eveniie, 824; a small concession to 
the provinccb, 328; rates revised 
(1921-2), 337; proposals for provin- 
ciaimmg, 362; and for division of, 
353 et scq. ; division under the Ee- 
forius (1935), 395-9; Niemeyer’s award 
regarding, 418-9; improvement of col- 
lections, 425 ; enquiry into, and 
Amendment Act (1939), 441-3; slab 
system of, 441 

Indian Central Committee on Constitu- 
tional Keforms, 351 

Indian Economic Association, on reallo- 
cation of finances, 349 
Indian National Congress, on permanent 
settlement, 123; criticism of cotton 
excise duty, 247-8; disapproval of 
provincial contracts, 260; rousing 
national aspirations, 283 
Inter-portal Convention (1865), 390 
Indian States, and Federal Finance, 379 
et seq. ; attitude towards federation, 
0^ et seq.; dealings of British India 
with, 384 et seq.; grievances of, 384 
et seq.; apd British Indian commer- 
cial undertakings, 385; federal finance 
in relation to, 387 et seq.; White 
Paper on, 387 ; contributions made 
by, to British Indian revenues (direct 
and indirect), 888-90; maritime, 389 
et seq.; immunities enjoyed by, 389, 
390 ; eventual abolition of contribu- 
tions of, 390; opposition to provincial- 
ising income-tax, 398; and public 
flebt, 398; financial statistics of, 500-8 
Indian Btates Committee (Butler), 385, 
387 

Indore, finances of, 537 
Indian Tarif Board, 331, 340 
Indian Taxation Enquiry Committee, 
040, 349, 355 

Iron and Steel Industry, progress of, 
367 

Instrument of Accession, 386 
Irrigation, economic value of, 108; 
urgent need for more works, 109; pri- 
vate r. public, 110; anxiety of govern- 
ment regarding, 110-11; controversy 
on the technique of, 110; private 


enterprises purchased by the G-overn- 
. ment, 111; outlay on works (1880-1), 

I 111; return from productive works, 

* 111; scheme of works by Strachey. 

* 311; and Mayo, 114-6; compulsory 
water rate, 3 15, 127 ; facilitated by 

i iakkam, 115; return from cana!% 116'; 

I progress of works^ 251-3 ; receipts, 

I provincialized, 324® 


Jammu and Kashmir. 584 
Japan, bid for Indian market from 
1930, 867 ^ 

Joint pui'se t. puree, 328 

Joshi, B. M., S52n 

Kalidasa, 6n » 

Kashmir, see Jammu 
Kathiawar States, 390 
Kitchener, Lord, scheme for reorgani- 
zation of army, 301 

Laing, Samuel, his budgets, 83-7 ; in- 
creased the salt duty, 84-5; fiscal 
reforms, 85; optimism about revenues, 
87; views on opium revenue, 138; pro- 
posals for devolution, 153-5; on local 
self-government, 186 
Laissez-faire » 5, 7, 8, 42, 109n, 112, 
209n 

Land Bevenue, under the Company, 
17-29; Manu on, 18; in Bengal, 18-20: 
land revenue settlement in Madras, 
20-4; Bombay, 25-7; North-Western 
Provinces, 27-8; Punjab, 28-9; 
changes, 1858-1900, 121-30; incidence 
of, 128-fSO; reforms in Madras, 125-7; 
Bombay, 127-8; and famine, 121; 
growth of revenue, 128-9; fall of in- 
cidence, 129; Saharanpur rules, 129; 
increase of 1861-84, 241 ; provincialized, 
324; burden of, in the provinces, 3487 
defects of land revenue and sugges- 
tions for reform, 444-9 
Lands settlement codes, 28 
Lan&downe, Lord, 196 
Lawrence, Lord, John, 28; new policy 
in regard to public works, XlO-2; 
attack on laissez-faire, 112; supports 
the extension of permanent settles^ 
ment, 122-3; opposed to compulsory 
water rate, 127 ; on centralization, 
146-7; opposed to schemes of decen- 
tralization, 163-4 

Layton, Sir Walter, 348; on redistri- 
bution of revenues, 352-3; proposal for 
provincial fund, 356 ; his estimates 
upset by the slump, 356 ^ 

Legislative lists (Federal etc.), 479-84 
Linlithgow, Marquess of, 437 
Lloyd, Sir Alan, 443 
Lloyd Barrage debt, 420 
Local Government Borrowing Buies, 343 
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Hiocai Finance, onpn of, ISli*? , po- 
grc&& of, 18b-90, progress m ilie pio 
Vinces, iyij-2; ajiil samindars, 
aobbeqnciit progics, 282 tj, *ob. "id- 
Wfiticto of, 

Local rielf-Goveruincnt, 28 J- 8 , iO** 
LyttKp, Lord, on pabkr 'viorhis, 200, 2U'. 


Mackenzie, Holt, 33 ^ 

Maine, Bn* Benry, ob|6cts to private i 
control oi public works, .110; on de- 
ccntraiizatiJii, loO-bO; mi nopiilar j 
goveracaenl, 

Mnitiaiid, u8 *****'^^ i 

Mai {Mahlu 37, 2*2, *27, 28 
Mansfield, Bir William, on dec-enferali- ^ 
zauon, 159-60 j 

Mann, XB, ibn ! 

Alarsliali, Alfred, *218 ‘ 

Marfcmeaii, J., 8ii j 

Maitby, J. 1)., opposition to mcomt- “ 
tax, 80 

Massey, opinion of, on accoimting, lOU-i; 
views on public works, KH), 110; and 
barracks, 117; leiucfcant. to increase 
salt tax, 133; cTiticism of the centra , 
Hzed system, loi-2; on the need toi ' 
local taxation, 15b-7; scheme for de- 
centralization, 157-60 
Mayo, Lord, 7, 66, 91, 97 ; views on 
accounting, 101 ; accepts Lawrence’s 
public works policy, 113; suggests 
change in irrigation policy, 114-6; 

, economized construction of new rail- 
way lines, 114; views on gauge, 114 ; 
recognized differences between rail- 
ways and irrigation, 114-6; reform of 
takkavi, 116; equalization of salt tax, 
131 ; proposal for decentralization, 
168-84; death of, 180; on local finance, 
188-92 

^ Mehta, Sir Pherozeshah, 310-1 
Mesfcon, Lord, defends ‘ divided heads 
289; on internal loans, 308 I 

Meston Committee, 326-7 ; on division ! 
of income-tax, 328 

Meston Settlement, 336, 344, 346 et 
seq., 897, 410 
Matncular Beitriige, 327 

• Meyer, Sir William, finance member, 
304-8 

Military barracks, 116-8 
Military expenditure, increase oi, 73; 
suggestions for reduction of, 74, 83; 
retrenchment by Laing, 84 ; 1869-60 
to 1862-3 , 86; rise of, in the War 
period, 303-4; retrenchment, 337; in 
•« different countries, 435 
Military Finance Commission, 73, 77; 
•later reconstituted as Military Finance 
• Department, 96 

Mill, John Stewart, on parliamentary 
control, 283n 


Mint®, Lord *287 
Mitter. bir P. C.. MB ^ 

M Lc^d, MLuii^ori, 66 
Montagu, E. o., ML 319, SSS ^ 
Moniagu-Chi-limdoi'd Kiport, 3 IT; s. i 
gov t runit‘ui f i) a gt ; , 3 1 b ; on t iv 
jelcrul gull of hidub 319; ttiUaiOP 
of ^un^*ll(Jns, 320; <o piunncial (on- 
tnbnuoim, 321 
Motley, Lord, 2S7, 312 
Mofurpha, 3U, 36*b; "inpopular, it), i 
direct lax, 60 
Miiddiman Committee, 319 
Muir, Sir William, 96, 187 
Mimro, Sir Thomas, 3, 21, *2’2, 23, 24, 
26, do; his scitlemeni examined, 125, 
on popular government, 311 
Mutiny, The Indian. 15, 38, 48, 19. 50 
:\i>sore, 389, 503 


Kaoboh, Lidvbhai, 1*28, *240, 260-1 
Napier, Bir Charles, 61), 117 
Napier, Lord, of MeirListown, 162-3, 

175 

Nation-building services, in the provin- 
ces, 137 

Navy, Indian, 83, 84 
Niemeyer, Sir Otto, 410, 412, 414, 416-7 
Non-tax revenue, 463-5 
Northbrook, Lord, 92, 96, 167, 203-4 
Northcote, Sir Sta fiord, 112 
Norton, J. B., 23a, 24, 69, 66n, 67, 
173-4 » 


Olungu system of land assessment, 447 
Opium, 44-5, 133-5; Eoyal Commission 
on, 184; excise on, 135; export duty 
on, 135; share of, in revenue, 134 


Patiala, Mahabaja uf, 383, 386 
Peel Sub-committee, 396, 397 
Percy, Lord Eustace, 397 
Permanent Settlement (see * land reve- 
nue ’), 12*2-3 
Pitt, 11, 12 
Plowden, G., 12, 13 
Police* reform, 83 
Poor Belief, 197 
Pottinger, Sir Henry, 38 
Pringle, 26 

Pritchard, 1, T., 81, 109n, 111 
Probate duties, 444 
Profession tax, 427 

Prohibition, 425-G; and fiscal policy, 449 
Property tax, 427 
Protection, effects of, 366 et seq. 
ProvinccH, the formaiimi of, 16-6, con- 
trol over, 69-62; unequal treatment 
of, 62; revenue and expenditure of 
the major, 63; comparison of financial 
position, 64; inter-provincial 


# 


m 


FBDEEAL FINAN<5B iK INDIA 




leaioafeieb, 65-6; c-ou&tituiiioiial poHi' 
tjoii ot, unciiaaged, 67; further 
fcrictionn on the Goveiamcats oi, 
revenues ol, 2:^1; hnancmi 
powtjis oi Uic, 2hh-<0; eojitroi omi 
taxation and borrowing, 270-3; iegib- 
iative contiol Oi(T, U<5>6; agenae* 
ana control, 276-7 ; agoneiob ol iu&pec- 
tioii, 277-r.l; attitude oi, to\\ardb 
centralization, 260 - 1 ; need for control 
over, *262-8; unequal treatment of, 
294'6; improvement ol status, 817-2U; 
taxation powers of, 329; piwinces in 
dopression, 370-3; succour to provin- 
ces, 3/J-5; dawn oi provincial auto- 
nomy, 416-24 

Erovinoiai Audit Kesoiutiun, 330 
i'rovinciai Autonomy, 392; reiiof to 
accompany, 416-9; inauguration of, 
419; and new responsibilities, 422-3; 
involved a iosa to the central govern- 
ment, 424; two years of, 425-8 
Provincial balances, separation of, 343.; 

interest charged on, 348 
Provincial budgets, restrictions on, 330 
Provincial contracts, 219-21, 227-31; 

quinquennial contracts, 254-7; criti- 
cism ol, 258-61; quasi -permanent con- 
tracts, 262*3; Jb’niauce Committee on, 
255 ; Grants-in-aid, 274-5 ; Permanent 
contracts, 291-4 

Provincial contributions, 324; opposi- 
tion trom provinces, 325; from Bengal 
remitted, 336; inequality of burdens 
of, 341-2; abolished, 342 
Provincial debts, 420 
Provincial Pinance, growth of, 219-31, 
254-65; condition ot, during contract, 
256; linanciai restrictions on the pro- 
vinces, 290-1; relaxation of control 
on, 328-31; under lederation, 400-2 
Provincial fund, 351, 356 
Provincial Loans Pund, 329, 343 ; 

wound up, 420 
Provincial rates, 212-3, 302 
Public Accounts Committee (provincial) 
and appropriation reports, 330-1, 333; 
Its duties, 334; provincial, 834 
Public Service Boards, 435 
Public Works, private m State, 10940; 
a loiuard poucy in railway construc- 
tion, 111-3; Secretariat formed, 119; 
centralization of, 142; and forests, 
143; attitude of Madras, 347-9, 1S6; 
under famine, 195-210; productive and 
protective, 202, 210; reorganization of, 
200-1; progress of, 250-3; control, 
173-4 

Public undertakings by the State, 454-5 


BiinWAi B»sbbve Pcjin, 339, 359 
Bailways, beginnings under Balhousie, 
ICE; sloiv progress of, 109; guarantee 
discredited, 112 ; construction 


of, by the 8tate, lli-S; oroad gauge 
o. narrow gauge, Jit; Mayo’s ideas, 
114; returns from railways, 116; 
progress of, 207-9; hiiancial results of, 
250-1; revenue during Mur, 306; 
dnancial position, 33b; contribution to 
general rexxnues, 338; iiuanees of, m 
^depresbion, 358-9: sjiijphai e vpciulitiire 
'curtailed, 368; r^*enue, future of, 
411-2 

J^ajadhanna, 5-6 
Banade, M. G., *223-4, 265ii 
Bead, Alexander, 21, 23n 
Beading, Lord, i^5 
Beforms, Montagu-v^SigiWCud, 10; fun- 
damental principle of, 323; provincial 
powers of taxation and borrowung, 
329 

Begulating Act, 11 
B^guiation Provinces, 14 
^Beserve Bank, established, 370; Gover- 
nor-General’s powers over, 394; and 
Provincial Government, 422-3 ; and 
Burma, 4*23 

Eeserved Bnb|ectfe, 321-2, 330, 88*2 
Beserve Fund, Bailw'ays, 350 
Eesponsible Government, First steps in, 
310-20; by stages, 317-20; impedi- 
ments to, 318 

Betrenchment, need for, 127 
Betrenchment Committee, 337-8 
Bevenues, nature and composition of 
Indian, 3-4; from laud, 18-29, 121- 
30; non-agricultural, 30-46, ISl-B; 
total (1868-64), 87; Secretary of 

! State’s control, 88-90; transfer of 
revenues to provinces, 219-21 ; the 
system of shared, 224-7 ; divided 
heads, 263-4 ; provincialization of 
forests, 293; expansion of revenneb, 
801-9; proposals for re-allocati*»4, 
345-56; per capita and per sq. mile, 
847; from provincial and central heads 
compared, 350; decline of, in depres- 
sion, 357-9; effects of protection on, 
365; items charged on, 408-5; future 
of the central, 410; from monopolies, 
future of, 411-2; charts of, 462; sta- 
tistical tables of, 496-501, 517-29 
Bipon, Lord, 9, 89, 90, 96, 105; reso- 
lution on land revenue, 123; on famine 
policy, 206; on railway policy, 208-9 ;• 
“ shared revenues 225; father of 
local self-government, 232-6; a donao- 
crat, 282; on popular government, 
311 

Hoad Development Fund, 375 
Boberts, Charles, S25n 
Bobinson, Sir William, 76 
Bound Table Conference, 356; financial® 
difficulties that confronted the, 395 
lioyal Commissiou, on Australian TaxS 
lion, 408, 413; on Decentralization,' 
266, 271, 278, 274, 278-9, 281, 2B7- 
300; on Indian Currency, 340 
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Eupee (see ‘ e!PTeiie\ ’) 

Eura! Bevelopincut, 4*254); slownesh of, 
437-8 

JiUral l)(velopHitHi 37t-5, 

Eyotiijari Soiileiiieufc, Madras, 21*5 
Bombay, 25-7; defeci-:! of Miinro’.^* 
s}si*em, 125:^ Jaioabandi, 126; Set- » 
iJement 12G, pL 

417 * ^ 


Safeguiedkg or fisBTj&miFs Act, 367 
Sair, 17, 19, 3tl, 35, 36 
^alem, prohibitio n h,^ /t49-5Q 
Sales “tax, 427; Kedernl 

Court inch<4inenL on, 1‘27-S; tii«'{ n«^siori 
on , 1 50 2 

Salilbun, Loid, 92 

Sait Taj,, ll-i, 13J-3, (iovermnent 
monopoly. 132; exeine system. 132; 

' w|iiit> of, 133; aclijunistiaiion of, 133; 
laned, 211; lednil^m of, 302; deeliiti 
of revemte from. 302; doubled, 337; 
^ ac^am red tired, 337; futm-e (d\ 4T2 
Carina, Sir B. K,, Kvidence lief ore 
Deeentralizatusii Conirni«tsioT), 28Bn, 
294; on do\ olid ion, 311 
SidiiiBter, Sir Gem 40, on Tiiililary ex- 
penditure, 110 4?5; ami MepB ac^aiiis^ 
(ieprossion, 361-5 
Sea-customs, 39-41 

Secretary of State, his control over 
finance, 89-90, 330-1 ; control circiiJu- 
scribed by Biscal Autonomy Conven- 
tion, 331; control over BnanceH under 
federation, 403 
Security services, 4, 10, 139 
Seton, Sir Malcolm, 88n 
Settlement (see ‘ land revenue ’) 

Beymoiir, H. D., 84n 
Snah, K. T., 107n, 124n 
Shared Eevcoiie, the system of. 221-7 
^ Short*, Sir John, 19, 20 
Simon Commission Beport, 330n, 343n, 
347n, 348n, 349, SStn, 353n, 354n, 
356, 357 

Smith, Adam, 5 
Smith, Bosworth, 2Bii 
Smith. V. A., 380 

Social services, recent inciease of, 9-10; 

^ inadequacy of, 435-6 
Socialism, State experiment in, 7 
Srinivasa Baghavaiyanper, 2Si), 25 
Stamps, 45; ‘ General ’ and ‘ iudicial h 
324 

Standing Finance Committee and finan- 
cial control, 333; provirwual, 331; on 1 
railways, 339 

State Provident Fund, 420 
--^trachey, Sir John, 44, 95; views on 
,,,puh1ic worhfi, lOB* superintendent of 
' 1 irrigation, 111 ; supnorfed compulsory 
water rate, 115, 127; on customs’ 
line, 132; appointed Secretary to 
Public l?^orks Bepartixient, 142; on i 


hnancial relation between the centre 
and province, 160-1 ; oppobcd to jail 
lefonn, 156; helped Ma&ey in decen- 
traiization scheme, 167-60; reorganiza- 
tion of public works finance, *200-1; 
Mil Famine Fund, 2Ui-5; on trajisErred 
heads, 219-20; devised ‘ shared reve- 
nues 2*25; became member of Her- 
schell Committee, *216 
Subrahmauva Uer, G., Evidence 
before Welhy Commission, 260 
Subventions and Grants, 413 et seq. 
Succession duties, 413*4 
Sugar, 360-7 
SuptT-tax, 337 
Svl-os, lit.-CoL W. H., fS 


'fuLivr, in 

TatiiT (see * ciibloms duties 3 
Tariff Board, 331, 340 
Taxation, pulicv. 211-8; lefonns, 2lB; 
increased, 243-1; control over, 270-3; 
inequality of burdens in the provinceH, 
295-7; scope for direct, limited, 304; 
pi ovineial powerf^ of, imder Beforms 
of 1919, 329; merease of, 336-67; 
reduction in, from 1924, 337 ; increase 
as a result of depression, 361-8; inei* 
denca of, 431-2; direct and indirect, 
133 

Taxation Enquiry Committee (Indian), 
340, 131-2 

Tax-burdens, inequaliticb in, 440 
Tax system, reorganization of, 340; need 
for further adiusiment, 440 efe seq. 
Temple, Sir Bichard, 8Sn, 84ii, 95; as 
Finance Member, 101 ; supported 
compulsory water rate, 116 ; Bill on 
Income-tax, 165-6; on general trends 
in finance, 181 

Tenancy Act, Central Ihovinces, 121: 
Oudh, 125; iFfwer' of provinces to 
legislate, 272 
Thomas, J. F.. 38 
Thomas, P. J., 352n, 363n 
Thomason , 7, 28 
Tilak, Bal Gangadhar, 311 
Tobacco, duty on, 35; earlv propofial for 
taxation, 75; taxalion of, 427, 452-3 
Todar Mai, 17-8 
Todhunter. Sir Charles, 340 
Trade, foreign, expar.sinn of, 302-3; 
decline of, 357 

Transferred Beryices, in diilerent pro- 
vinces compared. 347 
Transferred subjects, 321-2, 330, 347, 
382 

Travaneore, 389, 390, 536 
Trevelyan, Sir Charles, 6n, 8, 30, 31, 
33, 48, 63, 59, 61: on centralization, 
61. 61 n: objects to tax proncBats. 

75-6, 79-83; attempt to influence 

public opinion, 81 ; recall of, 82: 
views on public works, 109; criticized 
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Barrackii poiie>, il7-8; favours per- 
maneafc s^fclement, 122-3; favours 
salt tax, 1*3; objects to interference 
from ilie centre, 141-2; attitude to- 
wards r mtraliaation cbanged, 146; on 
budget# transaeiions, 151 ; ou local 
self government, 186*91 
TreastiW Bills, 309, 423, 467-8 


Vakil, C. N., 107n, 136n 
Veesabiiddy, 30, 37, 38, 76, 80 


Wajid Khan, 

Wall Btrect boom, 357 
Walpole, Horace, 11 
War Debt, 339 

Wedderbum, Sir William, 240 260 
Welby, Lord, 240, 260n 
Wellesley, Lord, 63, 64, 66 
Westland, Sir James, 244, 258 
WhMa, H. W. S,, 98 
White, 274-6 

Whyte, Sir Frederic!;, 382n 
Willoughby, Sir John, 66 
Wilson, Sir G-. F., 3 


Wilson, James, 74,» 94, 96, 96/ 119; 
views on currerr^" 103-4; classifica- 

tion of expenditure. 105; new prin- 
ciples of taxation enunciated,, 121; 

free trade, principle, enunciated, 121; 
views on opium uionopoiy, 133; pro- 
posals for devolution, 153 m 

• G-eorgcun 27 

Tj., 89ji 

'^’Wood, Sir Charles, 74, 91; views on 
cuiTency, 103 ; invites opinions on 
public works policy, 110; decides on 
the policy of financing public works, 
nO; decides fVi sanctiuu 'permanent 
settlement, 122 

Tohno, Arthcjb, 19 

Young, Hilton, Member, Meston Com- 
mittee, 325n ; Chairman, Eoyal Com- 
mission on Indian Currency, 840 

Zamindarl Settlemext, Brnoal, 1B*2U^ 
Madras, 20-1; proposals for extending 
permanent settlerarut, 121: refornf' 
445-9 



